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Business Highlights: The Cycle Again 


The expansion of general business activity in recent 
months has been accompanied by the first signs of 
the formation of a new business cycle. These signs 
include a high rate of net instalment debt formation, 
rising interest rates, and a rapid rate of inventory 
expansion. This article studies current trends and 
suggests some of their implications......page 309 


Perspective on Profits 


The rate of corporate earnings turned sharply up- 
ward in late 1958, and many business analysts 
expect a new annual record to be reached in the 
current year. But as compared with the concurrent 
growth in the economy, the price level and invest- 
ment inputs by which profits are generated, the 
earnings picture looks considerably less favorable. 
Five charts help fo tell the story........page 314 


Capital Appropriations: Metalworking In- 


dustries in Ground Swell of Recovery 


The dramatic advance in appropriations approved 
by the metalworking industries in the first quarter of 
1959 is outstanding for its strength and broad 
distribution. This survey, the fourth in a continuing 
series sponsored by Iron Age, reveals that approved 
appropriations have more than doubled their year- 
ago rate and are virtually double those of the 
previous quarter. ...ssccccesceeeee page 320 


Experience in Combating Inflation Abroad 


Inquiring into the pace of price rises in the United 
States and other industrial nations, Benjamin C. 
Roberts, of the University of London, discusses the 
success of delaying actions tried in various coun- 
tries and their relative prospects for keeping infla- 
tion in hand in the future............-page 330 


chases of department store merchandise? This article 
suggests that those merchandise lines whose sales 
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their executives, subject only to the limitations of 
broad definitions of allowable expenses. These and 
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club dues, are presented on..........page 338 
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A fairly steady growth in family income has char- 
acterized the postwar period. This trend reflects the 
general rise in wage rates and the growing labor- 
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article beginning on........+.e.++---page 344 
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Business Highlights 


THE CYCLE AGAIN 


S MIDYEAR 1959 approached, it was a rare 
A industry, indeed, that had any complaints about 
the behavior of general business conditions. 

In May, the industrial production index rose another 
two points (on top of a one-point upward revision in 
April), to reach a level about 5% better than its previous 
peak, and more than 20% above its recession trough 
only thirteen months earlier. Notably, durable goods 
manufacturing industries passed their previous peak for 


_ the first time in this recovery, and the only component 


industries of the durables total which were still below 
their all-time highs were machinery and transportation 
equipment. 


Rapid Recoveries—and Some Expansions 


Soft-goods industries had long ago surpassed their 
peak production rate of the summer of 1957; among 
soit goods, only the rubber products industry (of which 
tires and tubes are a major component) was still 
operating significantly below its record level. The textile 
and apparel industry, which accounts for more than 10% 
of the base weight in the total industrial production in- 
dex, has enjoyed an unusually volatile recovery. Of the 
three soft-goods industries which are usually thought of 
as growth situations— paper, petroleum and chemicals— 
two at least are behaving like growth situations. (The 


- exception, petroleum, is still running moderately below 


its 1957 levels, owing mainly to uncomfortable in- 
ventories.) 
Judging from weekly indicators, industrial output 


_ may have risen further in June, although perhaps not at 


the accelerated rates of the past several months. Steel 
production, after drifting upward in May, flattened out 
in early June and was weakening late in the month as the 
industry prepared to cool furnaces for a possible strike 
shutdown. Automotive output evidently reached its 


peak rate for the 1959 models by mid-May, and has 
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drifted sideways in recent weeks. Freight carloadings 
appear to be behaving with normal seasonal strength. 

As is often the case in weekly analysis, it is in the 
areas for which weekly figures are not available that im- 
portant developments are now occurring; it seems 
highly probable, for example, that activity in machinery 
industries has continued to rise, and will be imparting a 
strength to the industrial production index which is not 
heralded in any weekly statistic. 

In May, nonfarm employment continued to rise 
moderately and, while still below the midyear peak of 
1957 (on a seasonally adjusted basis), had at least re- 
turned to the annual average of employment for that 
year. After advancing sharply in April, the average 
workweek (also seasonally adjusted) in manufacturing 
industries stopped rising in May. This behavior is con- 
sistent with the fact that its April advance had brought 
it back in line with its relatively high levels of 1956 and 
early 1957. 


Employment a Barometer 


With the workweek restored to normal, gains in 
manufacturing activity are now closely linked with gains 
in employment itself. Reflecting the diminishing impact 
of changes in the workweek, manufacturing employ- 
ment has risen more in the first five months of 1959 than 
in the preceding eight months of cyclical recovery. 

By May, too, the level of unemployment had been 
reduced to about one and a half million below the level 
of last May, and was only about a half million higher 
than May of 1957. Calculated as a seasonally adjusted 
percentage of the labor force, the unemployment rate 
had fallen to below 5% for the first time since the fall of 
1957. 

The decline in unemployment, the lengthening of the 
workweek, and rising hourly earnings have all contri- 
buted to a notably rapid advance in personal income in 
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Changes in Outstanding Instalment Debt the first half of 1959. And as the recession in personal 
income in late 1957 and early 1958 was centered in labor 
incomes, so has been the ensuing recovery. About $13 
billion of the $20 billion increase in personal income in 
the first six months of this year has appeared in wages 
and salaries. Reflecting the expansion in income has 
been, in turn, a sustained advance in retail sales that 
has brought volume to well over $18 billion per month 
and has maintained inventory-sales ratios at healthfully 
reduced levels despite the expansion of inventories 
themselves. 

As if this were not enough, the annual rate of business 
outlays for plant and equipment appearsto be advancing 
at about $1)4 billion per quarter, based on the latest 
survey by the Department of Commerce and the SEC. 
And at least in nonmanufacturing industries, the series 
has already developed into its usual phase of successive 
upward revisions, as improving operating rates and 
rising earnings have induced more confident appraisals 
of the outlook. 

All this, and defense too: in recent months, budget 
expenditures for national defense have been running 
6%-10% ahead of the comparable months of 1958. The 
recent rates at which the Defense Department has been 
obligating funds suggest at least firmness’ in defense 
production schedules for the remaining months of the 
year. (Cumulative obligations for major procurement in 
the first three quarters of fiscal 1959 have run about 8% 
ahead of the comparable months of fiscal 1958, mainly 
reflecting an increase of about 40% in appropriations for 
missile programs.) 


Billions 


AUTOMOBILE PAPER 


| Tif? Y) Evidence from Several Areas .. . 


Boy At this stage of business expansion, second thoughts 
: f about the future are likely to take nonspecific, environ- 
Ry mental forms, and are likely to refer to both inflationary 

Oy and deflationary developments at the same time: 
Can exports be expected to recover later in 1959, with 
the expected wmprovement in the operating rates of 


foreign countries? 

If so, will imports hold still, or will they, too, expand, 
and maintain the export surplus at its present narrow 
and noninflationary level? 

Has all of the usual rapid cyclical gain in productivity 
been exhausted now that operating rates in so many in- 
dustries are back at record levels? 

Will rising costs now cut into earnings rates, as labor 
markets tighten and materials prices increase? 

Will rising borrowing costs begin to sap the incentive 
of borrowers? ; 
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Underneath such general considerations, other bits of 

ie: evidence more closely related to the state of the United. 
Quarter-to-quarter change, seasonally adjusted annual rate . A 
Sources: Federal Reserve; The Conference Board States business cycle have begun to place their first. 


1955 1956 1957 1958 1959 
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small and tentative claims to the analyst’s interest. In 
three or four areas, in fact, the shape of the statistics 
has begun to suggest that the business recovery has now 
passed well beyond neutral, and has emerged into a new 
phase. To put it more definitively, it appears to have 
passed beyond recovery from the past recession and into 
a new cyclical expansion, with its own recessionary im- 
plications for the future. 


i 
In April, and evidently again in May, the accumula- 
tion of business inventories was running at an annual 
rate of about $9 billion on a GNP basis, and about $10 


billion on a book-value basis. This is the highest peace- 
time rate of inventory growth on record—exceeding 


The Cycle in Income and Credit 
Disposable Personal Income Instalment Credit Extensions 


$15 


Billions of dollars; quarter-to-quarter changes in seasonally adjusted annual rates 
@ Peak in general business 

O Trough in general business 

Sources: Federal Reserve; The Conference Board 
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anything since the extraordinary inventory boom of late 
1950 and 1951 associated with the Korean war, and con- 
siderably higher than in the peak periods preceding the 
1952 and 1956 steel strikes. Inventory growth now ap- 
pears to be broadly distributed through manufacturing, 
wholesale, and retail levels. 

A considerable portion of the total growth is doubtless 
in steel itself. And in any event, inventory-sales ratios 
for the total business system and virtually all of its parts 
remain quite conservative. Inventories are certainly far 
from being a near-term threat to business expansion; 
even assuming no further increase in business sales, an- 
other $8 billion could be added to total inventories 
without yielding a clearly excessive relationship of in- 
ventories to sales. And, allowing for some further ex- 
pansion in sales rates, most analysts would agree that a 
substantial increase in inventories over the next year is 
called for. The turn of inventories into rapid accumula- 
tion thus says next to nothing about the date of any 
future turning point in general business conditions. 
Nevertheless, its presence is a condition precedent to 
any such turning point, and it therefore deserves 
watching. 


7 

At the same time that inventories have been rising at 
an advanced rate, the rate of instalment credit exten- 
sions in the consumer market has also recovered into a 
range suggestive of an approach toa historical maximum. 
Total extensions in the second quarter have evidently 
reached about a $48-billion annual rate. This is about 
25% higher than the rate in the same quarter of 1955, 
when durable goods purchases by consumers were 
climbing dizzily to postwar records (many of which still 
stand). Repayments, too, have risen by about a fourth 
since 1955. The difference between the two series is the 
seasonally adjusted annual rate of net instalment debt 
formation. This is a major cyclical indicator, and it is 
now in a thoroughly cyclical advance (see chart). 

In fact, one could argue that the peak rate of advance 
in instalment credit extensions has already been passed; 
it was passed as early as the first quarter of 1955, in the 
recovery of that year. In 1955, the volume of extensions 
themselves continued to rise for six months after the 
peak rate of increase was passed, and it is widely agreed 
that extensions will continue high and rising throughout 
this year. However, to the extent that the behavior of 
extensions in the immediately preceding recovery is a 
reliable guide, the monthly volume of seasonally ad- 
justed extensions in 1959 may reach a maximum in the 
neighborhood of $50 billion, or only about $2 billion 
higher than the current rate. 

The instalment credit repayment rate has just en- 
tered upon what is likely to be a relatively rapid rise— 
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more rapid than in 1955, when a lengthening of terms 
tended to retard the rate of increase. Foreshadowed in 
the present and prospective increase of extensions is a 
rise in the repayment rate of as much as 15% from the 
first quarter of 1959 to the fourth quarter—a rate of 
increase which is hardly likely to be matched by the in- 
crease in disposable income. The repayment rate, cal- 
culated as a percentage of disposable income, will thus 
be rising (after a relatively moderate correction in 1958), 
and is likely to be setting new records by late in the year. 

The percentage of instalment credit repayment to 
income, as with many such relationships, characteris- 
tically reaches a peak after recession has begun, as the 
lagged rise in repayments impinges upon a stable or 
falling level of income. On the basis of the trend de- 
scribed above, the relationship is likely to pass its peak 
of the fourth quarter of 1957 before any new recession 
begins, and to be significantly higher should the income 
rate slow down in the course of an ensuing recession. 
Late in the 1954 recession, the relationship was about 
12%; at the trough of the 1957-1958 recession, it was 
about 1314%; the indicated future peak could well be 
over 1414%. 

It is also noteworthy that since 1955 the mix of credit 
extension has drifted away from automotive credit and 
toward those uses of credit where the term tends to be 
shorter. As of early 1959, the rate of repayment of auto- 
mobile debt is still well below its level of 1957 and 1958, 
viewed both in absolute amount and as a percentage of 
income. The repayment rate of “other consumer goods” 
paper is already back to its peak in dollars, and only 
slightly below its peak relationship to income. The re- 
payment rate of personal instalment loans is already at 
a new dollar record, and in the second quarter will 
probably set a new record as a percentage of income. 
Relative to early 1955, personal loans now figure much 
more prominently in the total of consumer credit than 
in 1955 or 1957. 

There are no statistics on where the proceeds of per- 
sonal instalment loans are eventually spent. Doubtless 
some of these funds find their way into the automobile 
market, and the consumer durables market. But they 
also wind up in service outlays (travel, recreation, etc.) 
and at least an appreciable fraction is evidently flowing 
into the stock market. In any event, the chart on this page 
points to the fact that the present rate of instalment 
credit extensions, which is about $5 billion higher than 
in mid-1955, is associated with a level of personal con- 
sumption expenditures for durables which is no higher 
than in 1955. Relative to 1955, extensions of personal 
loans are now running about 30% higher; for other con- 
sumer goods, about 25% higher; and for automobiles, 
about 10% higher. 


Credit Extensions Outrun Durable Goods Sales 
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SEASONALLY ADJUSTED AT ANNUAL RATES 


1953 1954 1955 {956 1957 1958 ‘1959 
Seasonally adjusted annual rates: f 
Sources: Federal Reserve; The Conference Board 


If there is any present significance in these admittedly 
thin postulates for the future of instalment credit, it is 
in the fact that the repayment rate should be expected 
to rise more rapidly this year than in 1955, even though 
the debt itself may not be rising so rapidly. This is true 
because the average length of term of contracts, which 
is now about 10% longer than in early 1955, is not likely 
to lengthen further in the course of the present credit 
expansion. 


a 


A third element of cyclical significance in present 
business statistics has been the pronounced rise in 
interest rates since the middle of 1958. As of mid-June, 
Aaa corporate bonds were yielding about 414%, and 
Baa bonds about 5%. Four-to-six month commercial 
paper, on which yields were running as low as 144% a 
year ago, are now yielding about 3.8%. Commensurate 
upward movements in yields have appeared throughout 
the money market. 

The effects of this pronounced rise in the cost of funds 
are obviously manifold. In the classical sense, their 
function is to ration the demand for money by pricing 
less desirable uses of funds out of the market, anc 
lenders are already reporting a closer scrutiny of ap: 
plications for funds. 

Under present conditions of general enthusiasm fo 
business prospects, it may be some time before interest 
costs themselves become a very effective rationing 
device. There are, however, certain special effects oi 
rising interest rates that may have a more immediate 
relevance. A now-familiar characteristic of the postwar 
cycle has been the impact of rising interest rates on the 
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availability of funds for residential mortgages. This 
special effect is attributable in considerable measure to 
the fixed interest rates which have been legally applic- 
able to government-guaranteed mortgages, and to the 
tendency of funds to drain out of this area as yields on 
other types of investments rise. The housing bill now 
passed by Congress (and awaiting the President’s action, 
as of this writing) contains several liberalizations of 
federal programs affecting housing, and would certainly 
act to modify this effect in 1959; but it may neverthe- 
less be appreciable. 

As with the inventory conditions described above, 
the housing starts rate poses no imminent threat, par- 
ticularly since presently committed funds will support 
the rate for several months. But given an already ad- 
vanced level of housing starts, the increased tightness of 
long-term funds suggests the possibility of decline in 
this important component of national output by late in 
the year. (A continuance of the present rise in plant and 
equipment outlays could well imply a rising demand for 
long-term funds on the part of corporations later this 
year, and hence even more competitive bidding for the 
available supply of such funds.) 

A second side-effect of rising interest rates which is 
less easily documented, but which may nevertheless be 
of considerable importance, is their potential impact on 
stock prices; hence on capital gains and losses of in- 
dividuals; and hence on purchases of such big-ticket 
items as automobiles and major appliances. The rise of 
the stock market over the past nine months could well 
have much to do with the rising strength of automobile 
demand in the same period. The possibility that un- 
realized capital gains in the market have induced heavier 
spending out of the personal income flow is at least a 
reasonable hypothesis, and it is consistent with the 
presently reduced rate of growth in some forms of liquid 
Saving such as time deposits. The advance of bond 
yields to a level substantially above common stock 
yields is considered by many securities analysts a 
cautionary element in the present level of stock prices. 
By the same token, it may be an early cautionary ele- 
ment in the general business outlook. 


AuBERT T. SOMMERS 
Division of Business Analysis 


Business Forecasts 


General 


George P. Hitchings, manager, economic analysis depart- 
ment, Ford Motor Company (The Commercial and Financial 
Chronicle, June 11)—“‘Continued expansion in the total econ- 
omy is likely for the rest of this year, although a temporary 
leveling off may occur in the third quarter. Activity in the 
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steel industry is currently abnormally high as consumers at- 
tempt to protect against a possible strike. Steel production 
will drop in the third quarter close to current consumption 
rates even if a strike does not occur. The related drop in pay- 
rolls and profits dependent on steel production will also act as 
a drag on the total economy. 

“Aside from the inventory building of steel, however, the 
current economic expansion is soundly based. The economy is 
not now being pulled upward dramatically by any other single 
factor. There is a broad increase in many segments of the 
economy. 

“Most encouraging is the rising trend in business expendi- 
tures for new plant and equipment from the sharply reduced 
levels reached in mid-1958. The earlier dramatic upsurges— 
such as residential construction, Federal Government spend- 
ing, change in business inventories, and consumer buying of 
cars—have either leveled off or are rising more slowly. .. .” 


Automobile Industry 


William F. Hufstader, vice-president, General Motors (as 
reported in the American Metal Market, June 12)—“‘The auto- 
mobile business is having a good year and prospects for the 
future are even better. ... 

“William F. Hufstader . . . said a forecast made earlier of 
6 million passenger car sales in the United States this year 
becomes a, realistic estimate of the industry’s potential this 
year. This figure, which includes an estimated half million 
foreign imports, would represent a gain of more than 1.3 mil- 
lion units over the 1958 total. ... 

“““This year for the first time in a number of years the 
industry experienced a spring upturn in demand,’ the Detroit 
executive said. He reported that passenger car deliveries in 
April and May were ‘substantially above’ the first-quarter 
average, which was at an annual rate of 5.5 million units. 

“Restored consumer confidence in the business outlook was 
cited by Mr. Hufstader as the major reason for the 1959 up- 
turn in auto sales. Last year, he said, sagging confidence 
caused a sales decline despite the fact that personal income 
held up well on the whole. 

“Looking ahead, the General Motors vice-president said 
there were ‘good grounds for anticipating that the average 
growth of new car sales will be a little over 3% per year, 
resulting in an annual level of sales of about 7,250,000 pas- 
senger cars per year by 1965.’ ” 


Electric Utility Industry 


Dean H. Mitchell, president, Northern Indiana Public 
Service Company (as reported in Electrical World, June 8)— 
“The indices of the electric utility industry are lending en- 
couragement to those who are comparing 1959 prospects with 
the boom of four years ago. 

“Actual output, the output index . . . and now a general 
sampling of the outlook by utility officials on year-end output 
totals tend to confirm the bullishness. The main exception, of 
course, could be the impact of a prolonged steel strike. 

“Dean H. Mitchell . . . in a response typical of answers 
from fourteen systems contacted by Electrical World has this 
to say: ‘We anticipate steady improvement during the year 
and a continuation of greater than normal improvement in 
industrial growth.’ For the first four months of 1959, kwhr 
sales have exceeded earlier estimates by about 13%. More 
significant, though, is the breakdown: residential sales are up 


[Continued on page 319] 


Profits and Output: Their Cyclical Relationship 
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Quarterly data in billions of dollars, seasonally adjusted at annual rates; profits are before taxes and after inventory 
valuation adjustment. Solid circles are periods of general business decline; hollow circles represent business 


expansion; first quarter, 1959, is estimated 
Sources: Department of Commerce; The Conference Board 
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earnings began in the last half of 1958 and has 

continued into 1959. Before the 1958 year was 
out, earnings had regained their rate of mid-1957, and 
were. in fact above the average for that year. Although 
profits at the close of 1958 were still moderately below 
the peaks of late 1955, the rate of increase was such as to 
point emphatically to a new quarterly record in early 
1959, and a new record for the annual total in the 
current year. 

Viewed in this perspective, the current behavior of 
corporate profits looks very satisfactory indeed, with 
cause for rejoicing on the part of management and 
stockholders alike. In fact, if some of the more bullish 
forecasts of 1959 profits are near the mark, it might well 
mislead the general reader of statistics into believing 
that business is facing an embarrassment of riches. 

Unhappily for United States corporations and their 
owners, the performance of profits has not been nearly 
so meteoric as simple dollar comparisons would suggest, 
and the 1959 recovery, dramatic though it may be, is 


\ SHARP advance in the annual rate of corporate 


CORPORATE. 
“PROFITS | 
riod 


Ath. QUARTER, 1948 = 100 ,” 


Ul 
a 
a 
Z 


110 


100 


80 


70 


3rd. QUARTER, 1957 = 100 


60 
19] | eS eee EO oh & 


QUARTERS FOLLOWING PEAK 


not likely to carry profits figures beyond a conserva- 
tive relationship to the rest of the economy. 


A “Singularly One-sided Approach” 


Corporate earnings are among the few statistical 
series that still receive their widest publicity in the form 
of absolute figures, unqualified by changes in their pur- 
chasing power, or in the incomes accruing to other 


sectors, or in changes in the input of resources that yield 


the profits. Several reasons account for this singularly 
one-sided approach to measuring the welfare of corpora- 
tions, that is in contrast to the many and sophisticated 
adjustments usually made in the course of evaluating 
the welfare of individuals. Since the uses of funds by 
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corporations are fundamentally diverse (for inventory 
additions, for capital goods, through dividends for con- 
sumer goods), measures of the real purchasing power of 
the dollar of corporate earnings seem much more com- 
plex and dubious than essentially the same calculations 
for consumer income. 

A second reason may be that, at least in the public 
mind, depreciation deductions, which are an important 
and growing charge against corporate incomes, are not 
thought of as essential charges. The accounting separa- 
tion between earnings and depreciation thus takes on 
some of the qualities of an arbitrary distinction, and 
casts doubt on the meaning of the profits figures 
themselves. 

Thirdly, the impact of inflation on the book value of 
business enterprises is complex and unclear. Hence the 
inputs in the corporate sector are not so readily measur- 
able as the simple man-hour measure of inputs in the 
personal sector. 

Finally, the immediate requirement of corporations 
for profits is not nearly so simply explained as the imme- 
diate requirement of individuals for income. Individual 
corporations have existed for years in a loss condition, 
and the entire corporate sector operated with an aggre- 
gate loss during several years of the Great Depression. 
In eight of the years comprising the decade of the 
Thirties, the corporate sector as a whole showed a 
negative level of retained earnings. In the absence of a 
clear measure of essentiality for earnings, degrees of 

_ change in the earnings level of corporations seem often 
to have less significance than much smaller percentage 
changes in the earnings of consumers. 

A full evaluation of the level of 1959 earnings must 
take into account a good deal more than the dollar 
figures themselves. In particular, it should take account 


The Profits Range for 1959 
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Profits are before taxes, after inventory valuation adjustment, and exclude earnings originating 
in the rest of the world sector. For calculated 1959 profits, see table on page 316 
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of the spectacularly volatile behavior of profits in reces- 
sion and recovery phases of the business cycle. 


PROFITS AND THE CYCLE 


In the two quarters following the peak of general 
business conditions in the third quarter of 1957, the rate 
of corporate profits, before taxes, fell by about 27%. 
This was moderately faster than the decline of slightly 
more than 20% that followed the peak of general busi- 
ness conditions in 1953. The decline after the business 
peak of late 1948 amounted to about 19%. In all three 
instances, the drop in corporate earnings was several 
times as sharp as the decline in total national income or 
in gross national product; in the 1958 recession, profits 
fell about six times as fast as total national output (see 
chart). 

In all three instances, the recovery of profits was 
eventually more rapid than the recovery in output. In 
the most recent cycle, it has evidently taken about five 
quarters to restore the relationship of profits to national 
output that prevailed at the preceding peak; in the 
1953-1955 cycle it took seven quarters; and in the 1948- 
1950 cycle, six quarters. In 1958 and 1959, both the 
decline in profits and the ensuing recovery have been 
more rapid than in 1953-1955; relative to the 1948-1950 
cycle, the decline has been more rapid and the recovery 
as rapid. 


Their Sensitivity 


The extreme sensitivity of profits to the business 
cycle, and the severity of the 1958 recession are illus- 
trated in the scatter diagram on page 314. In all three 
cycles, the impact of recession was to drive the level of 
profits down sharply below levels previously established 
with the same volume of national output. Profits were 
reduced at the trough of the 1949 recession to about 15% 
below the level of profits at mid-1948, even though total 
national output was the same in both periods. At the 
trough of the 1954 recession, profits were about 18% 
below their level of early 1953 although total output was 
within 1% of its earlier level. In the first quarter of 
1958, earnings were over 25% below their level of early 
1957, although GNP was only about 2% lower. 


Quarterly Behavior 


Viewed in terms of its quarterly performance during 
the cycle, the typical behavior of profits has been a 
sharp decline, followed by an even sharper rise to a 
plateau at a new dollar record; the plateau is main- 
tained until the next cycle induces a new contraction, 
and then a new expansion to a new record plateau. The 
sharp movements of profits are thus centered around the 
core of business cycles, and the secular growth in profits 
has typically occurred in short, concentrated spurts fol- 
lowing business cycle recoveries. The peaks in profits 
thus tend to be reached not in years of business cycle 
peaks but in the year immediately following business 
cycle troughs. > 
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Assuming that these historical parallels hold in the 
present recovery, profits should by all means set a new 
record in 1959—a record that may stand until recovery 
from a new recession creates the condition for a new 
surge In earnings. 


A LIKELY RANGE 


Public forecasts for corporate earnings in 1959 range 
all the way from about $48 billion to about $58 billion. 
A likely range for 1959 earnings is shown in the chart 
on page 315, which indicates several calculated levels of 


1959 Corporate Profits: Par for the Course 


BL) (2) (8) 
National Income Corporate Profits® 
Originating in as % of Calculated 1959 
Corporate Business National Income Corporate Profits®4 
as % of Originating in illions of 
Year GNP Corporate Business Dollars) 

ODO a= cscts.5 is 46.5 26.2 58.5 
VOSS eerste esse 46.3 Q1.4 47.6 
LOSS Ft. siske 46.3 22.6 50.2 
OST eg, cxosevatns 45.9 19.8 43.6 
1947-1958... .. 45.8 29.4 49.2 
1947-58 (excl. 
recession years) 46.1 23.0 50.9 


° Before taxes and after inventory valuation adjustment. Excludes profits in the 
“rest of the world” sector, which are now running between $1 billion and $2 billion 


“ Assuming the prevailing relationships in columns (1) and (2), and a 1959 GNP of 
$480 billion 


Sources: U. S. Department of Commerce; Tor ConFERENCE Boarp 


profits, drawn from historical relationships of profits to 
gross national product and income originating in the 
corporate sector. Assuming a GNP of $480 billion in 
1959 and the average relationships of profits to GNP and 
corporate incomes as a whole in the years 1947-1958, 
earnings in 1959 should be a little better than $49 
billion. : 

Using the same twelve-year period but excluding the 


Corporate Profits as Percentage of National Income 
Originating in Corporate Business 
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recession years 1949, 1954 and 1958, corporate earnings 
in 1959 would be about $51 billion. The use of prevailing 
relationships in several other prosperous postwar years 
—1950, 1953, 1955 and 1957—would yield profits levels 
ranging from $43.6 billion to $58.5 billion. 

In terms of simple dollar totals, all of the calculated 
profits represent new records, although the lowest of 
them is only fractionally above actual earnings in the 
years 1955-1957, and only about 10% higher than actual 
earnings as long ago as 1951. 

These estimates exclude profits originating in the rest 
of the world sector. If such income were included, the 
calculated range would then be about $45 billion to 
about $60 billion. 


Profits Related to Total Corporate Income 


The reasons for the elevated appearance of calculated 
profit figures in 1959 are twofold. The estimates reflect, 
of course, the expansion in the national economy as a 
whole; they also reflect a recovery in the relationship of 
profits to national income originating in the. corporate 
sector. This relationship (see chart) sank in 1958 to 
its lowest level of the postwar years, on a before-tax and 
after-tax basis. Characteristically, the profit share de- 
clines in recession years (as in 1949 and 1954), and tends 
to rise in the ensuing expansion (as in 1950 and 1955). 

In both of the earlier postwar recoveries, the relative 
share of profits in the total income of the corporate 


Corporate Profits in Current and Constant Dollars 
45 


PER CENT CHANGE 
FROM 1947-1949 TO 1956-1958 


40 . 
‘CURRENT DOLLARS 


35 
1947-1949 DOLLARS 
37.8% 
30 DEFLATORS 


CURRENT 


25 
DOLLARS 


1947-1949 
DOLLARS 


1947 '49 fil {53 155 157 ‘59 
AAfter taxes 


Profits in billions of dollars and before inventory valuation adjustment. For profit de- 
flator, see text 


Sources; Department of Commerce; The Conference Board 


BUSINESS RECORD 


) 


Corporate Cash Flow in Current and Constant Dollars 
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sector advanced to above the level prevailing at the 


preceding peak, and then drifted down in the years 


preceding the next cyclical peak. This is consistent with 
the surge of recovery in earnings early in a business 
expansion, as shown on page 314. However, because of 
the secular decline in the relationship in the postwar 
years, even a notable rise in 1959 would leave it well 
below the highwater marks of the years prior to 1953. 

Relatively to the income originating in the corporate 
sector as a whole, earnings are thus hardly likely to set 
a record in 1959, unless they run to the extreme upper 
end of the dollar estimates shown in the chart. A corpo- 
rate earnings figure of $50 billion would leave the rela- 
tionship at about the average for the prosperity years 
of the postwar decade. 


THE REAL LEVEL OF PROFITS 


While the profit share of income originating in the 
corporate sector has tended to decline in the postwar 


years, the prices of goods and services purchased by 


profits have tended to rise more rapidly than the prices 
applicable to other shares of income, and the deflated 
earnings of corporations have tended to rise less rapidly 
than the earnings of the personal sector. 

This is strikingly true if profits alone are taken to be 
the income flow comparable to personal income; but it 


_ is even true if the relevant income flow in the corporate 


sector is taken to be profits plus depreciation. The chart 
shows the corporate cash flow, defined as profits after 


_ taxes, plus depreciation allowances, in both current dol- 
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lars and in 1947-1949 dollars. (The deflated series repre- 
sents the sum of individual deflations of dividends, re- 
tained earnings and depreciation allowances, using as 
deflators the consumer price index, the wholesale price 
index and a composite plant and equipment price index, 
respectively.) 

So defined, the rate of increase in the corporate cash 
flow in current dollars is about equal to the rate of 
increase in disposable personal income during the post- 
war years. However, the implicit deflator for the corpo- 
rate sector has risen considerably more rapidly than the 
prices of consumer goods and services, and the purchas- 
ing power of profits has accordingly risen less rapidly 
than the purchasing power of personal income. 

If depreciation is excluded from the income flow for 
the corporate sector and the comparison is made simply 
as profits after taxes against personal income after taxes, 
the corporate sector comes out a very poor second 
indeed (see chart). 


PURCHASING POWER PATTERNS 


Characteristically, the purchasing power of the corpo- 
rate cash flow tends to rise sharply in the first full year 
of recovery, owing in some measure to a tendency of the 
relevant prices to lag. However, in ensuing years of the 
prosperity, prices in the corporate sector have tended to 
climb relatively rapidly, and the real value of the corpo- 
rate cash flow has stopped rising (as in 1956 and 1957), 
or has declined (as in 1951 and 1952). In contrast, 
deflated disposable income has continued to rise in the 
years following immediate recovery years, although less 
rapidly “than in the recovery year itself. In these real 
purchasing power comparisons—as in the share of na- 
tional income originating in the corporate sector and as 
in the cyclical comparisons shown in the chart—the cor- 
porate income flow exhibits a sharp spurt in the initial 
stages of recovery, and then a cessation of growth or 
even decline in the later stages of prosperity. 


. by Industry 


Rates of return by individual industries within the 
corporate manufacturing sector display the same char- 
acteristics as all corporate profits (see chart). The 
rate of return fluctuates in extreme degree with the 
business cycle; the prosperous years following the year 
of initial recovery almost always find the rate of return 
declining; and the rate of return in most manufacturing 
industries exhibits a secular decline over the postwar 
years as a whole. For the total of all manufacturing 
corporations, the rate of return for the peak year 1953 
was considerably below the rate in 1950, the first year of 
cyclical recovery. Similarly, the rate of return in 1957 
was considerably lower than in 1955. 

It is also noteworthy that the quarterly return in the 
present cycle was lower at the onset of recession in 1957 
than at the onset of either of the two preceding postwar 


recessions, and that the return in the recession year 1958 


itself was lower than in either of the two preceding 
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recession years. Even a substantial recovery in the likely to restore the rates of return on investment that 
profits of manufacturing corporations in 1959 is hardly prevailed in the early postwar years, and the return for 
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many of the industries that are charted seems unlikely 
to reach the rate achieved in 1955, the initial year of the 
preceding recovery. 


... by Sales 


When profits are calculated as a rate of return on sales 
in manufacturing corporations, a similar picture emerges. 
The return on sales in 1957 was considerably lower than 
at the peak of the first postwar cycle in 1948, but 
moderately higher than that at the peak of the next 
cycle which occurred in 1953. In 1958, the third postwar 
trough year, the rate of return on sales was considerably 
lower than in 1949, and somewhat lower than in 1954. 
When viewed in their relationship to both investment 
and sales, it seems unlikely that 1959 profits will ap- 
proach the levels of the early postwar years, and it will 
take a substantial advance to bring the relationships 
within the range experienced in 1955. 


Jack RuBINSON 
ALBERT T. SOMMERS 
Division of Business Analysis 


Business Forecasts 
[Continued from page 313] 


1%; rural, up 2%; industrial, up 23%; and miscellaneous, up 
about 13%. These gains reflect the recovery of the area’s steel 
mills and related industries, and a cold winter. .. .” 


Canada-General 


Hardwick Stires, president, Scudder Fund of Canada, Ltd. 
and chairman, Committee of Canadian Investment Compa- 
nies (as reported in The Journal of Commerce, June 16)— 
“Economic expansion in Canada, spurred by population 
growth and increasing opportunities for external and internal 
economic development . . . ‘should move ahead at a faster 
rate than that of the United States after 1960’... . 

“Mr. Stires said that ‘as the economies of the world grow, 
the position of Canada in world trade will be maintained’ and 
that foreign trade ‘will become less important to the Canadian 
economy but this will result more from Canada’s greater 
internal growth rather than from adverse external develop- 
ments.’ 

“Canada’s attractions for United States investments in- 
clude the opportunity for faster growth and the quantity and 
accessibility of its natural resources, he pointed out. These 
will make for a growing interest among United States inves- 
_ tors in broader participation in Canadian stocks, he pre- 

dicted. ... : 

“New industrial developments, heretofore not economically 
feasible, are now under way in Canada, he pointed out. 

“‘In a larger Canada, we now see the introduction or 
_ prospective introduction of facilities to produce items which 
historically have been imported. The decision of the automo- 
bile industry to make the new small cars in Canada is a land- 
mark and it surely will not be long before the Canadian auto- 
mobile industry will become almost completely integrated.’ 

“Problems arising in Canada as the result of foreign direct 
investment are ‘problems of detail rather than principle,’ Mr. 
_ Stires said. “There is growing evidence that American corpora- 
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tions are responding to Canadian criticism in these matters 
and Canadians generally have assured us time and time again 
that they are anxious to encourage the flow of foreign capital.’ ” 


United States-General 


Steel (June 15)—“One in three metalworking plants will 
boost production capacity in the second half, Steel found in a 
survey of 6,000 plant managers. 

“It points up the optimism metalworking management has 
regained in the last six months. In a similar survey conducted 
last December, only 37.1% of the plant managers said they 
would expand capacity during all of 1959. 

“Of those expanding capacity in the second half, seven in 
ten will buy equipment; one in three will build plant addi- 
tions; one in eight will build plants. Some of the new capacity 
is coming as a side benefit as metalworking buys new, more 
efficient equipment in its drive to lower unit production costs. 
Manufacturers of material-handling equipment and semi- 
automated production machines will see their sales curves gain 
altitude. 

“Metalworking will not see an expansion boom this year— 
but the managers’ optimistic forecasts may signal the begin- 
ning of one. Metalworking hiked capacity only about 1.7% 
during the second half of 1958, so the gain in the coming six 
months will be a full percentage point better than the year- 
earlier mark. But you have to go back only to 1957’s second 
half to find a better six-month period. Metalworking lifted 
capacity about 4.5% then. 

“The most significant capacity increase is the 3.9% planned 
by the primary metal industries. Steelworkers expect their 
operating rate to drop to around 70% in the third quarter if 
there is no strike. . . . Steel company managers are looking 
ahead to the Sixties. They foresee soaring sales curves. So do 
aluminum producers. Some think United States consumption 
of aluminum will reach 4.2 million tons annually by 1965 
versus 2 million to 2.3 million tons this year. Few foundries are 
expanding now; they already have quite a bit of idle capacity. 
But many are mechanizing lines to lower production costs. . . . 

“Manufacturers of instruments and related products will 
hike capacity the most. Here’s how major industry groups 
rank and how much each will boost capacity in the coming six 


months: 


HP Shnisme rts Wate. dip Facecie lsh tule Gekerpoteeneraon sis 5.1% 
Srenry metals 71% 5. 86 1a Ness amuse leais ms cynice 3.9 
Transportation equipment.................. 3.6 
Electrical machinery. ...........20.20ee0008 2.3 
Nonelectrical machinery...............-2+: 2.3 
Fabricated metal products................-- 21 
Other metalworking... a. swe neem es sas 3.0 


“Plants employing less than 500 will increase capacity 
2.8%; those employing 500 or more will hike it 2.1%. More 
than one in ten of the small firms will build new plants. One 
in three will build additions. . . . About seven in ten small 
plants will purchase equipment. 

“Of the plants that will add capacity, here’s how many will 
buy equipment: 


Primary foetal A) fun ashes Sacgctadin th cease 94.6% 
Tnstraments fie is oe as oe yceen els oft anes 75.2 
Electrical machinery. .......2.0000s0+es005 74.3 
Fabricated metal products................. be py 
Transportation equipment................. 68.4 
Nonelectrical machinery................... 60.5 
Other metalworking. : 22.0.6... ole cee 82.6.” 


Capital Appropriations of 


Metalworking Industries in Ground Swell of Recovery 


resurgence in newly approved capital spending 
proposals that is outstanding for its strength and 
broad distribution through the metalworking industries.! 
Appropriations given top-management approval more 
than doubled their year-ago rate and virtually doubled 
that in the previous quarter. From the recession low in 
the second quarter of 1958 they have more than tripled. 
A backward glance at the trend shows that appropri- 
ations fell sharply in the second half of 1957 and even 
further in the first half of 1958. With recovery and rising 
profits in the second half, they climbed to about the 
same level they held in the corresponding months of 
1957 as more and more divisions reported higher ap- 
provals. The record for the first quarter of this year, 
then, represents a surge of rising business expectations in 
metalworking. Great as the recent jump was, however, 
total funds earmarked for future expenditure were still 
below the survey peak of the first quarter of 1957. In 
that quarter, new authorizations amounted to $1.1 
billion as compared with just under $1.0 billion in the 
latest period, a difference of 14%. 


TECHNIQUES AND COVERAGE 


This is the fourth in a continuing series of quarterly 
reports on capital appropriations newly approved in the 
metalworking industries. Financed by Iron Age maga- 
zine, the present study is an attempt to supplement in 
sharper relief the broad panorama of appropriation 
trends furnished by THe CONFERENCE Boarp’s quar- 
terly survey of capital appropriations of the 1,000 
largest manufacturing companies. The metalworking 
survey covers in finer detail than the all-manufacturing 
study those groups that are susceptible to the earliest 
and most significant shifts in market demand: capital 
goods and consumer durables.? 


ike FIRST quarter of 1959 has witnessed a 


INCREASED PARTICIPATION 


The appropriation figures shown here differ from 
corresponding data in the previous report, owing to the 
fact that during the early stages of a new survey the 
size and distribution of the sample may vary. The num- 
ber of companies responding this time, for example, in- 
creased from 435 to 470, and they reported appropria- 
tions for 695 divisions,’ a gain of forty-seven over the 
previous sample. With each increase in coverage come 
changes in the levels of reported and estimated ap- 
propriations, and the reliability of the results is further 
improved. For every such change in the content of the 
sample, however, the appropriation figures are recom- 
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puted from the initial quarter of the survey so that the 
tables shown in each report are based upon an identical 
set of companies responding for the entire period. In 
this way, each survey presents an internally consistent 
series of data. 


STEEL AND MACHINERY LEAD THE WAY 


In the first quarter this year, every major metalwork- 
ing industry except transportation equipment advanced 
its appropriations sharply above the year-ago rate. The 
percentage advance in the present report represents a 
dramatic change from the trends reported during 1958. 

Leading the upsurge in the latest period were basic 
iron and steel and nonelectrical machinery. These in- 
dustries are often the leaders in the capital goods 
market. In the past when they have raised their spend- 
ing sights for new plants and equipment a general rise in 
business capital outlays has frequently followed. As the 
consumer loosens his purse strings, these sectors are the 
first to feel large changes in orders to supply fresh de- 
mand for inventories of semifinished and finished goods. 
With surging orders come greater financial liquidity and 


worries about plant efficiency and capacity. Need and — 


ability combine to stimulate capital improvement proj- 
ects for meeting the anticipated challenges of competi- 
tion. 

In the light of past behavior, therefore, the latest in- 


crease in steel and machinery appropriations is most en- 


1 Metalworking is defined in the present study to include the fol- 
lowing major industrial classifications: metal furniture, primary 
metals, fabricated metal products, machinery (except electrical), 
electrical machinery and equipment, transportation equipment, and 
instruments and related products. Excluded from the present survey 


are the metalworking industries in ordnance, for reasons of national — 


security; also miscellaneous metal manufacturing industries, since 
they represent only a small fraction of the total and typically include 
only the smaller companies for which capital budgets are lacking 

* The finer detail of this survey is achieved by classifying each re- 
porting company by its “establishments.” This is an analysis by 


principal product in accordance with the three-digit system of the - 


Standard Industrial Classification Manual (SIC). The methods de- 
veloped to carry out this study of trends at the establishment level of 
metal manufacturing were described in the first report in this series 
published in The Business Record of December, 1958. (Reprints of all 
articles in this series are available upon request.) 

The base from which the survey sample is drawn is made up of 
1,027 companies, each of which has at least one plant employing 500 


or more production workers. This group of companies operates 1,422 _ 


separate establishments, comprising 2,076 plants. The present study 


is the result of responses from 470 companies reporting for 695 di- 


visions or establishments, and includes the activity of 1,151 plants 


Lu 


8’ About one fourth of the industry reports come from the broader — 


appropriation study conducted with the financial sponsorship of 


Newsweek. These were the companies with only a single three-digit | 


classification, for which there was no need to report the same figure 


twice. The first-quarter findings of this broader study can be found in 


The Business Record for June, 1959 
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couraging, since it reflects the steady climb in new 
orders and foreshadows an increase in capital expendi- 
tures. More than that, this rise at the base of the in- 
dustrial ladder tends to confirm the higher levels of new 
approvals reported by the majority of the other metal- 
working industries. 

To give some idea of the size of the jump in approvals 
by the steel and machinery industries, between the first 
quarter of 1958 and the corresponding period this year 
they accounted for almost 93% of the total rise of 
$512.4 million in metalworking appropriations. Basic 
iron and steel accounted for more than 80% of this total 
dollar increase, while the climb in nonelectrical machinery 
produced a little less than 13% of it. 

In view of these figures, the question arises whether 
the tremendous boost in spending plans by the iron and 
steel industry can be attributed largely to strike-hedge 
ordering by the metal fabricators. This question can 
perhaps be answered by reference to three facts. First, 
the rise in new orders for iron and steel antedated serious 
thoughts of labor conflict in the steel industry. Secondly, 
new appropriations in the machinery sector have risen 
throughout the past three quarters in response to im- 
proved ordering commencing early in the second quarter 
of 1958. Thirdly, in all the major metalworking indus- 
tries a steadily rising number of establishments since the 
second quarter of 1958 have reported an increasing 
volume of funds earmarked for capital investment. 

To express this widespread trend in more general 
terms, in the first half of 1958 all seven major metal- 
working groups were appropriating at a rate lower than 
a year earlier. In the third quarter of 1958 three in- 
dustries raised their appropriation sights. This number 
rose to four in the final quarter of 1958 and then to six 
in the opening months of 1959. This steady improve- 
ment during the last three quarters was distributed 
broadly throughout the metalworking spectrum and 
does not suggest that the basic iron and steel industry 
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was governed in its recent big appropriation decisions 
by a temporary strain on production facilities owing to 
the strike contingency. 

The resurgence in appropriations is also evident in 
their trend from the fourth to the first quarter. During 
the recent quarter all but one of the major metalworking 
industries reported a change for the better over the 
previous quarter as compared with the patterns over 
the similar periods a year earlier. In the primary metal 
industries appropriations leaped forward to a record 
level; a year earlier, they had declined. Nonelectrical 
machinery and transportation equipment also reversed 
their year-ago declines, while metal furniture and in- 
struments quickened their pace of approvals. In fabri- 
cated metal products, the rate of decline was sharply 
reduced. Only the electrical machinery group failed to 
improve: a year ago it raised appropriations by 12% 
from the fourth to the first quarters; more recently it 
reduced them by 22%. 


APPROPRIATIONS PER WORKER 


Since data have been obtained on the number of 
plant workers in each company and in each division, 
capital appropriations per worker can be shown by the 
three-digit industries. These figures will enable the 
reader to compare his firm’s appropriation rate, by 
division, with the average of the reporting companies 
or establishments engaged in the same business. Cau- 
tion, however, is advised in comparing appropriations 
per worker between the industry divisions, since the in- 
fluence of differences from industry to industry in the 
prevailing relationships between fixed capital and labor 
input may not be understood and given proper weight. 

Since it is an average figure, appropriations per 
worker can become unduly high or low when a major 
company in any division appropriates unusually large 
or small amounts. In order to suppress irregularities of 
this sort, dollar appropriations per worker are shown as 


Capital Appropriations in Metalworking, 1957-1959 


Money figures in millions of dollars 


Capital Appropriations Approved 
during: 


Percentage Changes: Appropria- 


Industry SIC tions Per 

Code I 59 I ’59 I’58 Production 

Ist Q. 4th Q. Ist Q. over over over Worker * 

1957 1958 1958 1958 1959 I 58 IV ’58 TV °57 

esta nurniture Wey ).nieta cats dai dstewine ss 25 9.7 4.1 1.5 5 1.6 + 6 +216 + 4 357 
nrenany, Mmetaldiee; Me. cub vedas o4 33 1,086.4 521.9 117.7 138.7 543.0 +361 +291 —35 1,778 
Fabricated metal products............ 34 184.8 136.2 29.7 48.1 47.2 + 60 — Q —29 623 
Machinery (except electrical).......... 35 568.4 365.1 93.7 137.6 158.6 + 69 + 15 — 65 1,135 
Electrical machinery and equipment. . 36 205.0 178.9 44.5 68.4 53.6 + 20 — 22 +12 573 
Transportation equipment............ 37 670.3 418.4 162.6 118.6 150.6 — + 27 —11 374 
Pasiriuinents eter iee se. cas ss ceca oes 38 39.1 27.8 7.6 8.9 15.1 + 98 + 70 +13 570 
Total reported in metalworking!........ 2,763.6 1,652.4 457.8 520.9 969.8 +112 + 86 —17 817 
Total estimated metalworking. ........ ~*~ 4,293 2,658 701 833 1,662 +137 + 99 —16 900 


Based upon returns from 470 companies reporting 695 separate industry groups 
*In dollars per production worker, based on appropriations made from Il '58 through | '59 and plant employment of reporting companies in 1957 
1 Excludes ordnance and accessories, SIC code 19, and miscellaneous metal manufacturing, SIC code 39 


2 Estimated for universe described in table 10. This includes metalworking companies with at least one plant of 500 production workers or more in 1957. Calculated by dividing 
reporting companies’ appropriations in each period by the coverage ratios indicated in table 10, and summing the quotients 


Source: Toe ConrerENcE Boarp 
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the average over the latest four quarters. In this way, 
the reader can place more reliance upon a comparison of 
his company’s appropriation performance with that of 
other similar establishments. 

Among the major industry groups represented in 
table 1, appropriations per worker varied from $1,778 in 
primary metals to $357 in metal furniture. The only 
other industry to approve above-average amounts was 
nonelectrical machinery with $1,135 per worker. 


UPSURGE IN PRIMARY METALS 


During the first quarter of 1959 all the primary metal 
industries except the nonferrous smelters and founders 
raised their spending sights over the level of the year- 
ago quarter. Primary metal appropriations in the fourth 
quarter of 1958 had been reduced by about one fifth 
from the preceding and year-earlier quarters. In the 
current reporting period, in contrast, the fourth-quarter 
drop was turned around to such an extent that new ap- 
provals were almost 300% higher than in the previous 
quarter and more than 350% greater than in the cor- 
responding year-ago period. This climb erased the 
losses reported between the fourth quarter of 1957 and 
the first quarter of 1958 as well as the 72% drop that.oc- 
curred between the first quarter of 1957 and the initial 
quarter of 1958. 

The lion’s share of the boost in new spending projects 
came in the basic iron and steel industries (SIC 331 and 
332). The increase for these two divisions accounted for 
almost all of the total rise in primary metal appropria- 
tions between the first quarters of 1958 and 1959. It 
came in response to the soaring demand for steel prod- 
ucts; and in the blast furnace, steel works and rolling 
mill division it capped a steady climb in new approvals 


since the second quarter of 1958. The rise of 90% over 


the year-ago rate for the iron and steel foundries was the 
first upturn in this area. 

The nonferrous smelters and founders continued their 
conservative capital investment policy, but reduced the 
cutback rate in the first quarter of 1959. This pattern 
can probably be ascribed to the unsettled price situation 
in nonferrous metal markets. A return of firmness to 
these prices would very likely stimulate investment 
plans as a response to growing uses for nonferrous 
metals. 

The primary metal group, as stated above, had the 
highest level of appropriations per worker of all seven 
major industries in the period from the second quarter 
of 1958 through the first quarter of 1959. Only one 
division appropriated more than the group average of 
$1,778. This was the blast furnace, steel works, and 
rolling-mill division, with $2,523 per plant worker. 


METAL PRODUCTS CONTINUE RECOVERY 


The growth in appropriations in fabricated metal 
products, which became apparent in the fourth quarter 
of 1958, was speeded up during the latest survey period. 
Compared with the year-ago quarters, appropriations 


Primary Metals Lead the Advance 


TOTAL METALWORKING‘ (212) 


© PRIMARY METALS 


FABRICATED 


lf METAL 
PRODUCTS @ 


NONELECTRICAL 
MACHINERY 


(224) ELECTRICAL 


MACHINERY 


@ _ TRANSPORTATION 
EQUIPMENT 


INSTRUMENTS 


1Q 1Q {Q 
1957 1958 1959 
New appropriations in first quarter, 1959, and first quarter, 1957, as per cent of those approved — 
in first quarter, 1958 (made to equal 100%), by major metalworking groups, Based upon 
reports for 695 metalworking divisions. See table 9 
“Includes metal furniture (SIC 25) not shown separately 


Source: The Conference Board 


were 15% higher in the final months of 1958 and 60% 
higher in the first quarter of 1959. Contributing largely — 
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to this effect were the metal can, cutlery, and metal was $1,118, in the metal can division. Close to this was 
stamping divisions, the latter two raising authorizations fabricated structural products, with $1,056 per plant 
fourfold between the first quarters of 1958 and 1959. worker. At the base of the group was miscellaneous 
These three divisions were also those which compared coating and engraving on metal. 
aa between the last quarter of 1958 and the recent NGWELECTRICALI MACHINERY “STILE CLIMBING 
Continued declines in new approvals marred the As stated earlier, the nonelectrical machinery in- 
record for the heating and plumbing equipment, fabri- dustries as a group were a leading force behind the up- 
cated structural products, and miscellaneous engraving surge In new capital appropriations during the opening 
and wirework divisions. Cutbacks in the first two fields months of 1959. Ahead by 40% in the final quarter of 
may reflect the lack of outstanding strength which 1958 over the similar year-earlier period, approvals 
existed in nonresidential construction during the first forged 69% beyond their first-quarter-1958 volume in 
quarter of 1959. Industrial building was still well below the latest reporting period. 
its prerecession level. Every division except construction and mining equip- 
For the fabricated metal products group as a whole, ment accelerated its pace of authorization: this sector 
the reporting companies authorized an average of $623 appropriated more than a year ago but at a reduced rate 
per worker from the second quarter of 1958 through the as compared with the improvement in the previous 


first quarter of 1959. Within the group the highest rate quarter. This possibly echoed the uncertain tempo of 


Appropriations in Broad Upsurge 
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nonresidential construction in the initial quarter of this 
year. 

The continuing technical revolution in agriculture is 
apparent in the further large increase of appropriations 
in the farm machinery and tractor division. In the latest 
reporting period, however, the metalworking machinery 
and engine and turbine divisions joined the forward 
march of spending plans, as new orders for basic metal- 
working equipment came from the iron and steel con- 
cerns, the foundries, and other machine makers. Both 
the general and special-industry machinery groups 
raised appropriations beyond the year-ago rates. The 
steady and sturdy climb of appropriation approvals in 
nonelectrical machinery since the second quarter of 
1958 gives strong support to the hope for a sound re- 
covery and expansion of the industry. 


Table 2: Capital Appropriations Reported in 
Primary Metals, 1957-1959 


Percentage Changes 


in Appropriations Appropria- 
SIC ——— tions per 
Industry Code I ’59 I’59 I’58 Production 
over over over Worker* 
I 58 IV ’58 IV ’57 
Blast furnaces, steel works 
and rolling mills....... 331 650 345 —34 2,523 
Tron and steel foundries... 332 90 75 —A7 408 
Primary smelting non- 
ferrous metals!........ 333, 334 — 5 Q54 —31 1,125 
Rolling, drawing, extrud- 
ing nonferrous metals.. 335 121 96 —45 894 
Nonferrousfoundries.... 336 —82 141 —16 143 
Miscellaneous primary 
metals!) Senses os 339 84 — 1 40 558 
Ot ae. 2 Sy en 361 291 —35 1,778 


* In dollars per production worker, based on appropriations made from Il '58 through 
159 and plant employment of reporting companies in 1957 


1 Includes secondary nonferrous smelters, SIC code 334 
Source: Taz ConrerENcEe Boarp 


Table 3: Capital Appropriations Reported in 
Fabricated Metal Products, 1957-1959 


Percentage Changes 


in Appropriations Appropria- 
SIC ———_ tons per 
Industry Code 159 159 I’58 ~=Production 
over over over Worker* 
158 IV ’58 IV ’57 

Metalicamsirrds.. 00.55 341 69 . —35 —651 1,118 
Cutlery, hand tools, hard- 

UES ot qusacjohcn icine OR ACRE 342 313° 17 aaNeilh 212 
Heating equipment (ex- 

cept electrical), and 

plumbing fixtures..... 343. ~—12 a 60 504 
Fabricated structural 

DIOCUCESE Meee. >.+5-- 344 4 —25 —15 1,056 
Screw products and rivets 345 7 —656 —50 609 
Stampingse,sepetyeises =s\s 346 300 244, 77 549 
Miscellaneous coating and 

engraving on metal; 

wirework and wire 

Springs . seem be as «. 347,348 —57 214 297 100 
Miscellaneous — fabricated 

metal products....... 349 — 5 —25 —29 405 

T ObGh si certo aes iy 59 —@2@ —29 623 


* In dollars per production worker, based on appropriations made from Il '58 through 
1'59 and plant employment of reporting companies in 1957 
y' 


Source: Tar ConFERENCE BoarpD 


New approvals per plant worker during the most 
recent four quarters averaged $1,135 in nonelectrical 
machinery. This was next to the largest amount for the 
seven major industries. Special-industry machinery 
establishments appropriated the greatest amount 
($3,113) and the service industry machinery division, 
with $565, made the smallest per worker authorization 
of the group. 


PACE SLACKENS IN ELECTRICAL MACHINERY 


Electrical machinery lost the lead it held in the final 
quarter of 1958. Where its earlier gains had been the 
most spectacular of all the major metalworking cate- 


Table 4: Capital Appropriations Reported in 
Machinery (Except Electrical), 1957-1959 


Percentage Changes 


in Appropriations Appropria- 
SIC —__—_—_——_——————_ tions per 
Industry Code 159 I ’59 1’58 Production 
over over over Worker * 
158 IV ’58 IV ’57. 
Engines and turbines..... 351 288 181 —41 687 
Farm machinery and farm 
tractorstern swiss... cee 352 178 39 — 4 1,772 
Construction, mining, 
material-handling 
equipment........... 353 27 =~—42 289 1,312 
Metalworking machinery 
and equipment!....... 354, 359 88 59 —11 332 
Special-industry 
MACHINE) wis.> 2.0 eels 355 115 208 77 3,113 
General industrial ma- 
chinery and equipment. 356 57 146 54 797 
Office, computing, 
accounting, and store 
machines). oc. «ss a= bie 357 6 —89 —61 1,860 
Service industry machines 358 72 17 —50 565 
LOUIE 3: tes ts 69 15 — 6 1,185 


* In dollars per production worker, based on appropriations made from II '58 through 
1'59 and plant employment of reporting companies in 1957 


1 Includes miscellaneous machinery, SIC code 359 
Source: Tor ConrnrENncEe Boarp 


Table 5: Capital Appropriations Reported in 
Electrical Machinery and Equipment, 1957-1959 


Percentage Changes 


in Appropriations Appropria- 
SIC  ——_ tions per 
Industry Code I ’59 1’59 I’58 = Production 
over over over Worker * 
I ’58 IV ’58 IV ’57 
Electrical transmission 

equipment........... 861 —9 —54 — 7 721 
Electrical industrial 

APPSTatus 2.0.45 setts 362 4 —28 QT 506 
Household appliances.... 363 —33 49 111 356 
Electrical lighting and 

wiring equipment..... 364 23 AT —43 353 
Radio and TV receivers.. 365 39 —30 —59 180 
Communication equip- 

ENETIE eee Saparsat tates 366 19 60 39 615 
Electronic components... 367 128 —22 31 956 
Miscellaneous electrical 

equipment........... 369 82 Q7 —62 442 

TOME REE AN retin on 20 —22 12 573 


* In dollars per production worker, based on appropriations made from Il '58 through 
1'59 and plant employment of reporting companies in 1957 


Source: Tur ConrERENCE Boarp 
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gories, authorizations in this group rose by only 20% 
from their level in the first quarter of 1958 and declined 
by more than one fifth from the previous quarter. 
Establishments engaged in the manufacture of radio 
and TV receivers, communication equipment, and 
miscellaneous electrical equipment were the only ones 
as groups to quicken their rate of approvals, while the 
approval pace in the remaining divisions slackened as 


Table 6: Capital Appropriations Reported in 
Transportation Equipment, 1957-1959 


Percentage Changes 


in Appropriations Appropria- 
SIC ———_——_—_———————-__ tions per 
Industry Code I ’59 159 I’68 Production 
over over over Worker * 
I 58 IV ’58 IV ’57 
Motor vehicles and 371, 375, 
eampment eo .t. os 379 — 5 106 —30 405 
Aircraft and parts....... 872 —12 -—833 50 342 
Ship and boat building... 373 sy SEY? 512 488 
Railroad equipment..... 3874 = =—28 67 —21 205 
LAG Te Ss — 7 27 —11 874 


* In dollars per production worker, based on appropriations made from Il '58 through 
1'59 and plant employment of reporting companies in 1957 


1 Includes motorcycles, bicycles and parts, and transportation equipment, not else- 
where classified, SIC codes 375 and 379, respectively 


Source: Tr ConreRENcE Boarp 


Table 7: Capital Appropriations Reported in 
Instruments, Photographic Equipment and Clocks 
1957-1959 


Percentage Changes 


in Appropriations Appropria- 

SIC ———_————— _ tions per 
Industry Code I ’59 I ’59 I’58 Production 
over Worker * 


over over 
I’58 =IV’5s8 = =dIV 87 


Laboratory, scientific and 
engineering instruments $81 157 138 342 584 
Mechanical instruments 


and control instruments 382 68 59 53 627 
CGP thy eae ee i a 383-387 91 33 —49 487 
LOM. HOARY Sub O 5 os 98 %0 13 570 


* In dollars per production worker, based on appropriations made from Il '58 through 
1’59 and plant employment of reporting companies in 1957 

1Includes optical instruments, surgical instruments, ophthalmic goods, photo- 
graphic equipment, and watches, clocks, clock-operated devices, SIC codes 388, 384, 
885, 386, and 387, respectively 


Source: Tum ConrerENce Boarp 
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compared with both year-ago and preceding-quarter 
levels. 

Appropriations per production worker over the past 
four quarters averaged $573 in electrical machinery, 
ranging from a high of $956 in electronic components to 
a low of $180 for the radio and TV manufacturers. 


IMPROVEMENT IN TRANSPORTATION EQUIPMENT 


Although still reporting lower approvals in the first 
quarter of 1959, the transportation equipment manu- 
facturers sharply reduced these cutbacks compared 
with earlier quarters. Total appropriations in the recent 
period were only 7% below those in the corresponding 
quarter a year earlier. In contrast, authorizations had 
been restricted by 13% and 35%, respectively, in the 
third and fourth quarters of 1958. 

Within the industry, the motor vehicle and railroad 
equipment divisions improved the most over earlier 
quarters. During the early months of 1959 the signs of 
a genuine spring pickup in automobile sales—the first 
since 1955—apparently had an immediate effect in 
stimulating the motor vehicle manufacturers to look 
upon capital spending proposals with somewhat greater 
favor than they had been able to muster throughout 
1958. Much the same thing occurred in the railroad 
equipment industry as freight traffic began to exhibit a 
sustained rise as compared with the similar 1958 periods 
and toward the end of the first quarter began to look as 
though it would pull even with the 1957 volume. 

Continuation of these trends into the second quarter 
of this year may cause these industries to raise ap- 
propriations. The motor vehicle manufacturers have 
already made it clear that they will make their plants 
as efficient as modern technology will permit, and many 
railroads now seem caught with insufficient rolling stock 
to carry the volume of freight offered to them. 

The upsurge in appropriations reported by the air- 
craft and shipbuilding industries during the fourth 
quarter of 1958 was not maintained in the first quarter 
of 1959. The aircraft division in the earlier quarter 
raised approvals by almost 100% above the fourth 
quarter of 1957, but in the recent quarter reduced them 


Table 8: Percentage of Companies and Divisions Reporting Higher or Lower Capital Appropriations, 
Latest Five Quarters 


; In percent 

I ’58 and I ’57 II ’58 and II ’57 III 58 and III ’57 IV 58 and IV ’57 I ’59 and I ’58 

ey, Higher Lower Higher Lower Higher Lower Higher Lower Higher Lower 
SITAR YINGtAS HEA.) subs cious sta,sic Metis Pus) case o.5.cc0 24 71 26 65 43 48 46 AT 60 35 
eebabricated metal products... .... 20.02.25. eee eee 29 58 28 60 38 48 42 53 48 40 
Machinery (except electrical)..............000-0- 30 62 30 57 36 52 42 51 52 41 
Electrical machinery and equipment.............. 33 60 34 61 39 56 49 46 60 36 
Pransportation equipment....65 06462506. see+56 en. 28 65 28 62 36 54 50 41 61 35 
MIGEVUTHENLS, CLCLL, fa. ee Te nee Oke ke te Rb aN 31 63 34 56 34 56 59 41 72 Q2 
"UGE Res ene wand gerne ae Sait aa ee init cacao irae 29 63 29 61 88 52 46 48 57 87 


1 Includes metal furniture, not shown separately 


Percentages for each quarter do not add to 100 because of divisions which reported no change in appropriations 


Based upon reports for 695 individual three-digit industry groups 
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12% below a year ago. The shipbuilding industry pared 
back a fourth-quarter hike of 167% to only 3% in the 
current quarter. 

In transportation equipment, $374 was approved per 
worker from the second quarter of 1958 through the 


Majority Report Higher Approvals 
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Comparison of quarters in 1958 and 1959 to same quarters a year earlier: number of companies 
or divisions reporting capital appropriations. Based upon 695 Individual company or 
divisional reports. See table 

4includes metal furniture (S/C 25) not shown separately 

Source: The Conference Board 


first quarter of 1959. Shipbuilding, with $488, had the 
highest appropriation rate of the group, while the rail- 
road equipment division appropriated the least ($205). 


SHARP RISE IN INSTRUMENTS 


New authorizations in the instrument industry 
showed a 98% jump between the first quarter of 1958 
and the first quarter of 1959. This marks a great im- 
provement over the 32% rise that took place between 
the fourth quarters of 1957 and 1958. 

Every division raised approvals from the fourth 
quarter of 1958 to the first quarter of 1959 as compared 
with the same year-ago levels. In laboratory, scientific 
and engineering instruments, however, the pace of 
growth slowed down from 376% in the fourth quarter to 
157% in the recent period. This relative decline in ap- 
proval rate, which also shows up in the fourth-to-first 
quarter percentage figures presented in table 7, may be 
only temporary as this division, together with the other 
instrument manufacturers, continue to participate in 
the technological advances that are being scored today 
by American industry. The latest gain in appropriations 
made by the instrument group as a whole is another in a 
steady record of improvement over the past five quarters. 

The instrument industry appropriated $570 per plant 
worker in the period from the second quarter of 1957 
through the recent quarter. The highest authorization 
rate was $627 per worker, reported by firms in the 
mechanical and control instruments division. 


MORE DIVISIONS REPORT INCREASES 


Appropriation trends within each major metalwork- 
ing industry can be further examined in terms of the 
percentage of establishments or (in the case of single- 
establishment companies) companies with higher or 
lower levels of new authorizations in the latest five 
quarters as compared with the corresponding year- 
earlier periods. In this scheme, each establishment or 
company report is counted as one unit. Table 8 pre- 
sents these figures. 

This so-called diffusion of capital appropriations for 
the first quarter of 1959 provides unusually strong 
evidence of the general revival in approvals. In this 
period, 57% of the cooperating divisions reported that 
their authorization rate was higher than during the 
first quarter of 1958. This is a rise of twenty-eight per- 
centage points, or almost 100%, above the 29% claiming 
increased appropriations in the first and second quarters 
of 1958 as compared with the same 1957 quarters. The 
percentage of establishments or divisions with lower 
approvals, moreover, fell from 63% for the first 1958 
quarter to 37% in the latest period. The net difference, 
therefore, between the percentage reporting higher and 
that reporting lower authorizations improved steadily 
throughout this period from —34 points in the first 
quarter of 1958 to +20 points in the first-quarter-1959 
comparison. 

A measure of the strength of the recovery during the 
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first quarter of 1959 is the number of major industries metal products, consistent with the laggard trend of its 
in which a majority of divisions authorized more for in- dollar approvals during the past year, was the only group 
vestment than in the same quarter of 1958. Fabricated with under half the divisions reporting higher approvals. 


Table 9: Capital Appropriations Reported in Metalworking, 1957-1959 


Millions of dollars 


sic 1957 1958 1959 
asd goad Code I ii mI IV I ia OI IV I 
inser praup 28. el Nae i vis 2.2 11 4.9 1.5 1.5 1.0 1.0 0.5 1.6 
Blast furnaces, steel works and rolling mills... . . 331 326.1 139.3 93.2 94.5 62.5 71.6 136.6 105.3 468.4 
an and ce eaten ADS ese a yg a ae 332 7.8 14.9 14.1 9.7 5.1 8.5 5.0 5.6 9.7 
rimary smelting nonferrous metals.......... 333 
Secondary ae a MOMFETEGUS 4: Meni. ieee thors 334 40.8 116.9 9.3 46.0 31.8 2.9 14.0 8.6 30.3 
Rolling, drawing, extruding nonferrous metals... 335 20.2 82.4 13.8 25.4 14.0 10.4 14.8 15.8 30.9 
Nonferrous foundries. < 168... .svelde one caies 336 19.1 0.7 0.2 2.9 2.4 0.3 0.9 0.2 0.4 
Miscellaneous primary metals................ 339 3.9 2.1 2.3 1.3 1.8 2.2 3.4 3.4 3.4 
Manor @roupniSS ie laraetiae a leae Gad lite ib oheiyanets Hy: 417.3 356.2 132.9 179.9 117.7 90.8 174.7 138.7 543.0 
Pete bac Alsi) ete Peon wea nee ear teahalasuisle oars 341 14.9 12.6 11.8 14.5 GA 8.0 11.3 18.5 12.0 
Cutlery, hand tools, hardware................ 342 ie Are —6.4 8.2 6.0 0.8 —0.5 1.2 3.9 2 
Heating apparatus (except elec.) and plumbing 
FIREMAN ayers ie tine feels eee acdaga nts abies 343 6.5 74 1.3 2.5 4.0 22 1.8 3.3 3.5 
Fabricated structural products............... 344 44 11.9 2.9 7A 6.3 - 8.6 7.3 8.8 6.6 
Screw products and rivets................-6. 845 9.9 2.8 2.8 3.5 1.7 1.1 qe 4.2 1.9 
Pe Fetes We AG Se IE 9S Cee ROI PIIS be 8 846 6.5 4.5 2.2 2.2 3.9 2.6 6.5 4.5 15.6 
OAMuPMENneravINgy, sae cia chaos er vee ates 347 
Miscellaneous fabricated wire products........ 348 \ 26 iy 18 aS oi mk uu ue a 
Miscellaneous fabricated metal products....... 349 5.4 5.4 4.3 5.2 $7 4.1 2.8 4,7 3.5 
LAFOT CTOUp! Okie 0s steric ate col sean tate at 68.9 39.3 34.8 41.7 29.7 95.7 $2.7 48.1 47.2 
Paargitres AN CUCDINES. 2 <cavesec «od hsieiw'> coe os 351 14.1 32.0 5.3 9.9 5.9 3.2 3.3 8.1 22.8 
Farm machinery and tractors................ 352 6.2 7.2 6.6 72 6.9 10.0 19.2 13.9 19.2 
Construction, mining, material-handling 
7 Sie Brice tDlehoye oMiensteresa ete ia raiene, ssa 9.0 che 353 92.5 16.2 7.8 6.7 26.2 5.4 5.4 57.6 33.2 
etalworking machinery and equipment...... 354 
Miscellaneous nonelectrical machinery........ 359 } aoe Lh aes ibe Ye ~ o- ae at 
Special industry machinery.................. 355 Q1.1 13.6 74 74 18.1 15.0 wes 9.1 28.0 
General industrial machinery and equipment.... 356 20.3 9.6 9.0 10.2 15.8 6.6 6.7 10.1 24.8 
Office, computing, accounting, and store 
PEACHES Sige taketh dikes ie Se neues sake 357 70.1 72.2 17.3 46.8 18.0 18.9 19.1 $1.2 19.2 
Service industry machines..............-.005 358 4.4 5.5 Q1 2.6 3 5.0 ey 1.9 23 
MEAT ORSELOUD SD cciee oe ee a) aia SIE ce uett eeicce tapes Be Q44.5 164.6 61.0 98.3 93.7 67.9 65.9 137.6 158.6 
Electrical transmission equipment............ 361 29.3 43 8.2 9.6 8.9 5.7 3.3 17.4 8.1 
Electrical industrial apparatus............... 362 14.0 et 5.8 6.8 8.7 6.8 3.5 12.4 9.0 
Household appliances... ...........0000e0ees 363 15.5 5.6 3.4 3.4 7.2 3.0 4.5 3.3 4.8 
Electric lighting and wiring equipment........ 364 8.1 2.5 1.2 4.0 2.3 1.4 1.0 5.8 2.8 
Mmacioand LV Tecelvers. . occ. ssascssens cess 365 14 23 1.1 2.0 0.8 ue 0.7 1.6 a taf 
Communication equipment...............+-- 366 27.0 9.0 3:5 6.1 8.5 10.2 4.8 6.3 10.0 
Electronic components. .............0s000088 367 7.9 V1 6.2 5.5 7.2 9.6 8.7 21.1 16.4 
Miscellaneous electrical equipment........... 369 14 1.3 1.5 2.6 1.0 0.7 0.6 1.0 is 
VL A FOr s REO SU cu haawordeche thalesoiovetateteroie 5s; olathe Ee 99.6 39.7 25.7 39.9 44.5 38.7 27.2 68.4 53.6 
Motor vehicles and equipment............... 371 
Motorcycles, bicycles, and parts.............. 375 148.4 62.2 43.1 143.6 100.9 42.0 36.7 46.4 95.6 
Miscellaneous transportation equipment....... 379 
PSITCrALE TAC! PALES s)4 arckd od, oye Glebe «Ad ATRIA alble: See 372 119.0 69.3 30.0 34.1 51.2 26.7 26.6 67.7 45.2 
Snip and boat buildings. 4)... ys bispaaieieie 373 5.5 3.6 2.9 1.2 7.5 1.4 1.9 3.3 ee 
UITOAG EQUIPMENT. vicjs cc elf ie ete s seis sane 374 1.9 1.6 ie 3.7 3.0 1.1 0.9 1.3 2.1 
Major eTOUp\ST valk e cues fue see fa tee ce cinerea oe Q74.8 136.6 76.3 182.6 162.6 van 66.1 118.6 150.6 
Laboratory, scientific and engineering 
AISLEUTIENIES Cee cere Te ee ee aks 381 5.6 2.1 2.3 0.5 21 0.9 0.8 2.2 5.3 
Measuring and controlling instruments........ 882 ~—s«éB*"LAL 4.4 4.5 2.3 3.5 2.2 44 ae 5.9 
Wpticalinstruments). Wi ee he 383 | 
Medical! instruments. oy. .)ocels,<sisia sale oe wielete 384 
MD RLN AMC POOUSS . 45, cicmishere soles ble so snus 20185 385 1.8 2.0 1.6 4.0 2.0 SEP 1.2 2.9 3.9 
PeEnotographic equipment. ..6 6 os. ee eee ne eee 386 
Watches, clocks, clock-operated devices. ....... 387 
AION RCOUD, SE sh kopenhs Hore oe oe mieten se 15.5 8.4 8.4 6.7 7.6 4.9 6.4 8.9 15.1 
Total reported metalworking!........-....- Sad ANY) 745.9 8441 550.7 457.3 300.2 3874.0 520.9 969.8 
Total estimated metalworking?............. ae 69 1,182 560 832 701 503 621 833 1,662 


1 Excludes ordnance and accessories, SIC code 19, and miscellaneous metal manufacturing, SIC code 39 fit 
2 Estimated for universe described in table 10. This includes metalworking companies with at least one plant of 500 production workers or more in 1957. Calculated by dividing 


_ reporting companies’ appropriations in each quarter by the coverage ratios indicated in table 10, and summing the quotients 


Source: Tort ConrrREeNncE Boarp 
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Table 10: Production Worker Employment in Reporting Companies as Percentage 
of Production Worker Employment in Industry, 1957 


Employment in thousands 


Production 
Worker Production Cooperating 
Employ- Worker Companies 
Industry SIC ment in Employ- as Per- 


Code Firms With mentof centage of 
Plants of Cooperating Total Em- 
500 or More Companies ployment} 


Metal furniture ........ 251, 252, 
253, 254, 
259 31 We 38 
Blast furnaces, steel works 
and rolling mills........ 331 592 310 52 
Tron and steelfoundries.... 332 82 58 71 
ee sone non- 
errous metals.......... 333 
Secondary smelting non- ie 60 
Ferrous ses wale eke 334 
Rolling, drawing, extruding 
nonferrous metals....... 335 115 80 70 
Nonferrous foundries...... 336 19 13 68 
Miscellaneous primary 
MELALS My see 339 37 Q2 61 
Metalicans: #.%s..0 see at 341 47 45 94 
Cutlery, hand tools, hard- 
WELER es s.ccaleae ees 6 reins 342 55 36 67 


Heating apparatus (except 
elec.) and plumbing fix- 


RELIES Stave witomein ne sycie mee 343 33 21 64 
Fabricated structural 

DPLOUUCtS Ape re aes 344 61 30 49 
Screw productsandrivets.. 345 26 15 57 
SUM OU Alte G04 dBm Oo 346 76 53 70 
Coating, engraving....... 347 ) 
Miscellaneous fabricated Ql 10 48 

wire products.......... 348 
Miscellaneous fabricated 

metal products......... 349 55 37 68 
Engines and turbines...... 351 73 54 75 
Farm machinery and 

RPACLOTS igs siete a 352 61 35 58 
Construction, mining, ma- 

terial-handling equipment 353 118 id; 66 
a ea machinery 

and equipment......... 354 
Miscellaneous nonelectrical 107 be a 

IHACHINELY anemic wane e 359 
Special industry machinery 355 48 19 40 
General industrial machin- 


Production 
Worker Production Cooperating 
Employ- Worker Companies 
Industry SIC ment in Employ- as Per- 
Code Firms With mentof centage of 
Plants of Cooperating Total Em- 
500 or More Companies ployment! 


Office, computing, account- 


ing,and storemachines.. 357 76 48 62 
Service industry machines.. 358 39 19 50 
Electrical transmission 

Equipment: 5. Artes cis. 361 90 48 53 
Electrical industrial 

apparatus! ...)4ge..\faeres 362 134 63 47 
Household appliances..... 363 97 44 45 
Electric lighting and wiring 

equipment............. . 364 55 30 54 
Radio and TV receivers... 365 70 26 37 
Communication equipment’ 366 113 51 45 
Electronic components.... 367 95 58 61 
Miscellaneous electrical 

equipment seyecacesees 369 ai 8.1556 50) 


Motor vehicles and equip- 


WENGE 5s, te eres 371 
Motorcycles, bicycles, and 

PAPES gi 0:<.c haere aainyos ey 375 | 636 544 86 
Miscellaneous  transporta- 

tion equipment......... 379 
Aircraft and parts......... 372 529 486 | 92 
Ship and boat building..... 373 63 29 AT 
Railroad equipment....... 374 43 26 61 
Laboratory, scientific and 

engineering instruments. 381 Al 16 39 
Measuring and controlling _ 

IMStIUMENts) fc re 382 41 26 64 
Optical instruments....... 383 | 
Meee agheen 3 A Pie 384 

phthalmic goods........ 385 | 
Photographic equipment... 386 7% a ae 
Watches, clocks, clock- 

operated devices........ 387 | 

Ot a! < eiebesspecoreints he 4,022 2,646 66 


1 Calculated from unrounded data Source: THE Conrerencr Boarp 
Based upon returns from 470 companies reporting 695 individual industry codes 


ery and equipment...... 356 88 60 69 


On the other hand, since only 40% indicated that they 
had continued to cut back in the latest period, it seems 
very possible that the second quarter may witness an 
increase in both the diffusion and the dollar amount of 
appropriations in this category. In all other major in- 
dustries, however, more than half the respondents re- 
ported higher approvals in the first quarter of 1959 than 
during the corresponding year-ago quarter. The pro- 
portions so reporting varied from 52% for nonelectrical 
machinery to 72% for instruments and related products. 

With about 60% of their divisions indicating improve- 
ment, the recovery seems firmly rooted in primary 
metals, electrical machinery, and transportation equip- 
ment, as well as in instruments. 

Counting each three-digit division as one unit, 
twenty-eight of the thirty-eight showed higher ap- 


propriations in the first quarter of 1959 than in the same 
1958 quarter. This is about 74%, and indicates a much 
stronger approval trend than the half reporting higher 
approvals in the fourth quarter of 1958. 


INDUSTRIAL COVERAGE 


The percentage of the metalworking industry covered 
in the present survey is described in table 10. In the 
sampling base! there are 4,022,000 plant workers em- 
ployed in companies having at least one plant of 500 or 
more production workers.? Establishments reporting in 


1 Revised slightly since the last report on the basis of more recently 
reported information 

2 This is 62% of all plant workers employed in firms with at least 
one plant of twenty or more workers, including the ordnance and 
miscellaneous metal manufacturing groups omitted from the survey 
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the present study account for 66% of these total plant 
employees, another new high in survey coverage. Of the 
thirty-eight divisions given separate treatment in this 
report, thirteen have coverage ratios of 66% or greater. 

Estimated total appropriations for the entire metal- 
working industry as embraced in this study are shown 
at the bottom of table 1 and table 9. These estimates 
were calculated by dividing the reported appropriations 
in each of the thirty-eight divisions by the corresponding 
coverage ratios shown in table 10 and summing the 
quotients. 


SUMMARY 


The dramatic advance in appropriations approved by 
the metalworking industries in 1959 represents a major 
impetus to future capital outlays later this year and 
extending into early 1960. The current expansion has 
reversed the cutbacks suffered last year. Since this gain 
in approvals was also widespread, it is clear that metal- 
working appropriations have entered into a new phase of 
recovery. 

An early clue to the first-quarter upsurge was the 
leveling out of appropriations in the second half of last 
year. During that period, more and more metalworking 
divisions had been raising their rates of authorization. 
These developments were related to the business 
recovery which became evident in the second half of 
1958. 

In the vanguard of this recovery was the primary 
metals industry, especially basic iron and steel. Once 
again this industry has provided the lead, which is not 
surprising in view of the long period between appropria- 
tion approval and completion of capital projects char- 
acteristic of this sector. 

Profits began to rise in the third quarter of last year 
from the recession low. By the first quarter they were 
far above the year-ago rate. Combined with steadily 
growing depreciation allowances, they have created a 
significantly larger reservoir of funds which will en- 
courage capital spending decisions. 

The general business expansion has continued into 
the second quarter. Whether or not this advance will 
be reflected in still greater appropriations awaits the 
results of the next metalworking survey. 


Morris ConENn 

Martin R. GaInsBRUGH 
Assisted by 

Frep STEVENSON 

Office of the Chief Economist 
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Britain and Europe—A Study of the Effects on British Manufacturing 
Industry of a Free Trade Area and the Common Market— 
This study, financed by the especially created “Britain and 


Europe Fund,” is divided into two parts. Part One assesses ~ 


the impact of free trade on the British economy in general 
and discusses the special problems of agriculture and the 
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Commonwealth. Part Two provides detailed studies of some 
twenty industries, ranging from iron and steel to toys and 
sporting goods. By The Economist Intelligence Unit Limited, 
London, 1957, 304 pages including statistical appendix. $2.10. 


Linear Programming Methods—The authors outline some tech- 
niques of linear programming in the solution of agricultural 
problems, including transportation and spatial problems 
associated with farm economics. By Earl O. Heady and 
Wilfred Candler. The Iowa State College Press, Ames, Iowa, 
1958, 597 pages. $5.95. 


Auditing—A review manual of CPA auditing technique de- 
signed to prepare candidates for the CPA auditing examina- 
tion. By Benjamin Newman. John A. Wiley & Sons, New 
York, 1958, 685 pages. $12.76. 


Fundamentals of Corporation Finance—A revised textbook on 
corporate finance designed for the undergraduate student. 
By Joseph F. Bradley. Rinehart & Company, New York, 
1959, 644 pages. $7.00. 


Industrial Change in India—A study of the industrial growth, 
capital requirements and technological change in India, 
1937-1955. By George Rosen. The Center for International 
Studies, Massachusetts Institute of Technology. The Free 
Press, Glencoe, Illinois, 1958, 248 pages. $5.00. 


Soviet Economic Aid—A study of the size, character and direc- 
tion of Soviet aid and trade relations with the underdevel- 
oped nations. By Joseph S. Berliner. Council on Foreign 
Relations. Fredereick A. Praeger, Inc., New York, 1958, 
232 pages. $4.25. 


Public Principles of Public Debt—A public finance authority re- 
appraises recent thinking on public debt and advocates a 
return to classical concepts. By James M. Buchanan. 
Richard D. Irwin, Inc., Homewood, Illinois, 1958, 223 pages. 
$5.00. 


Inflation and Recession?—A collection of views on the present 
and future of business conditions taken from statements of 
government officials, economists and others. Edited, and 
allustrated, for the general reader by Richard E. Mooney and 
Edwin L. Dale, Jr. Doubleday & Company, 1958, 96 pages. 
$1.50. 


Our Nuclear Future—Facts, Dangers and Opportunities—Two nu- 
clear physicists have written this concise and authoritative 
account of the basic nuclear processes. They explain the 
effects of radioactivity and fallout from bombs. Possible 
military uses and probable consequences of nuclear fission 
and fusion are discussed. By Edward Teller and Albert L. 
Latter. Criterion Books, New York, 1958, 184 pages. $3.50. 


Basics of Digital Computers—An explanation of the various 
components and internal workings of an electronic com- 
puter. The material is supported by exhibits and diagrams. 
By John S. Murphy. John F. Rider, Inc., New York, 1958, 
884 pages. $7.95. 


What Makes Guided Missiles Tick— Writing in nontechnical] lan- 
guage, the author explains what guided missiles are, how 
they operate, their present state of development, and future 
plans for their use. By Baron Kemp. American Electronics 
Company, New York, 1958, 95 pages. $1.50. 


Missile Contracts Guide—This book is a detailed guide for man- 
ufacturers on the way in which they can most effectively 
participate in the missile and satellite program. By Vincent 
F. Callahan, Washington Missile Contracts Report, Washing- 
ton, D. C., 1958, 177 pages. $15.00. 


An economist from Britain inquires into the pace of price rises in the United 
States and other industrial nations and discusses how successful various 
delaying actions have been—and are likely to be in the period ahead 


Experience in Combating Inflation Abroad 


By Benjamin C. Roberts 


DID NOT expect when I came to the United States 
| some months ago as a visiting professor that I 

would find you were interested in inflation as we 
have been in the United Kingdom. 

I am somewhat astonished at the attention that is 
being paid in the United States to this problem because 
you have done so much better in this respect than al- 
most anybody else. 

Taking some figures from the bulletins prepared by 
the United Nations (which are as nearly as possible on a 
comparable basis during the decade from 1948 to 1957) 
and comparing the United States with Australia, 
Canada, France, Germany, the Netherlands, Sweden 
and the United Kingdom, the United States comes out 
showing the lowest rise in retail prices. 

In Australia, prices during that period went up by 
102%, Canada by 26%, France 77%, Germany 14%, 
the Netherlands 55%, Sweden 47%, the United Kingdom 
51%, but in the United States by only 17%. On this 
comparative basis you have unquestionably done very 
much better than anybody else. 


COMPARING GNP PER CAPITA 


If you take other comparisons, such as the increase 
in GNP per capita, you come out extremely well. These 
comparisons are much influenced by the period chosen, 
particularly the base period. You always run into this 
problem with any comparative statistics. 

If you take the period from 1956 to 1958, which is 
the period when the United States experienced its 
rather extraordinary situation of prices continuing to 
rise during a recession, you will see how you have done 
in comparison with the same group of countries during 
that period. Through this period prices rose in Australia 
5%, Canada 6%, France 18%, Germany 6%, the Nether- 
lands 8%, Sweden 9%, United Kingdom 6%, and the 
United States 6%. 

There is no evidence here that your prices are running 
way ahead of those in other countries. What has hap- 
pened is that your rate of price increase during this 
period came up to something comparable with your 
main competitors, the United Kingdom, Germany, 
Canada and so on. But I see no evidence at all to sug- 
gest that there is a run-away American inflation in 
comparative terms. 

While there are other explanations as to why it ap- 


330 


pears that America is running into a most competitive 
situation with foreign products, it is a fact that other 
countries have gotten over the wartime impact. 

The United States business world is extremely con- 
scious of the fact that its payroll cost has risen quite 
sharply per unit of product. Many other countries, 
particularly in Europe, have long accepted the thesis 
that wages were a prime cause of the inflationary spiral. 
They have sought to control that inflation by controlling 
their wage levels. Some countries like Sweden and the 
Netherlands have had very far-reaching wage policies. 
Another country, Australia, has had for many, many 
years a system of compulsory arbitration through which 
the authorities have sought to control economic activity 
so that it did not produce inflation. 


SOME MEASURES THAT FAILED 


If we look at the experience of all these countries we 
find that none of them have been very successful in pre- 
venting inflation. In fact, their record is much poorer 
than that of the United States. Indeed, Australia, 
despite the fact that it has had a system of compulsory 
arbitration, has a far greater rate of inflation. It has 
not been able, despite its Arbitration Court, to achieve 
the objective set for it. Inflation in Australia has slowed 
down during the past few years primarily because of the 
fall in export prices and because of a more vigorous 
pursuit by the central bank and the government of 
orthodox anti-inflationary economic policies. 

There is no question that most of the postwar infla- 
tion in Europe, particularly in the earlier period, came 
more from demand than from cost. In the Netherlands 


This material, in slightly extended form, was presented 
before the Round Table on ‘'The Present Shape of the 
Inflation Problem,’* as part of the two-day proceedings 
of the 43rd annual meeting of The Conference Board 
held in New York at the Waldorf-Astoria in late spring. 
Mr. Roberts was a resident of this country as visiting 
professor at Massachusetts Institute of Technology in its 
department of economics and social sciences. In his 
home country, he is a reader in industrial relations at 
the London School of Economics 
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where the attempt to control wages by very elaborate 
systems of tripartite bodies bringing in the unions, busi- 
ness and government has gone further than in any other 
country in the world, one finds that the result of this 
machinery has not been to hold wages at lower levels 
than, for example, in the United Kingdom. And cer- 
tainly wages have risen much faster in the Netherlands 
than they have in the United States where collective 
bargaining is uncontrolled. 

Sweden is another example where a very highly 
sophisticated system of centralized collective bargain- 
ing, between a national employers’ federation and the 
national federation of trade unions, has been developed 
to a degree that is quite unknown in the United States, 
or in the United Kingdom for that matter. Both sides, 
working very closely with the coalition government, 
which has ruled Sweden since the end of the war, have 
recognized that it is in the public interest to prevent an 
inflationary rise in prices. In spite of all their efforts, 
prices have risen very much faster than they have re- 
cently in the United States. 

Take my own country. Between 1948 and 1950, we 
tried to pursue a national wage policy based on agree- 
ments by unions that they wouldn’t press for higher 
wages unless there was a very clear demonstration that 
productivity had risen and that, therefore, there would 
not be an increase in unit cost. On their side, the em- 
ployers agreed not to increase dividends. Both sides 
were extremely loyal to the policy they had entered 
into. In spite of it wage costs went up during the period. 
Employers have been willing to pay more in the labor 
market to get the labor that they want. A shift in the 
whole structural composition has also been occurring. 
This has, in effect, led to an upgrading—a greater 
emphasis, as in the United States, on higher skills and 
higher-paid jobs. 

The national policy which these various countries ac- 
cepted has failed to achieve its objective. It has failed 
because this kind of policy can never be pushed far 
enough to make it successful. In fact, to make it suc- 
cessful, there must be a very high level of employment, 
very high general efforts to expand and grow and 
totalitarian control. Even with totalitarian control, it 
may not be successful, as witness the postwar experience 
of the Soviet Union, where the control over labor has 
exceeded any thing elsewhere. 


SEES NEED FOR MORE SUBTLE POLICY 


All this poses a very serious problem. It is not a 
matter of simple growth in trade union strength, which 
is so often pointed to, because there are too many con- 
trary examples of extremely strong trade unions that 
do not produce wage increases. We will have to use a 
new type of analysis, perhaps something taken from the 
electronic engineers and the people who have designed 
servo-mechanisms, in order to understand all these 


interrelationships that are going on in an economy now — 


operating in high gear. 
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However, there can be no doubt that the attitude of 
trade unions and employers, particularly in industries 
where there is a tremendous concentration of productive 
power in the hands of a few companies, is an extremely 
important factor at particular points of time in our type 
of economic development. 

The whole situation is however, more complicated 
than the attitude of either the labor side or the side of 
the employer. Our policies will have to be much more 
subtle than this crude kind of control of wages that 
some of the European countries have tried to use as the 
main spearhead of the attack on the inflation problem. 
We may have to put tremendous pressure against the 
effort to raise wages, but it cannot be applied in a 
general way. 

The rise of union labor costs in manufacturing pro- 
duction during the period has not been very great in 
Great Britain and the United States. In some cases it 
may not have been inflationary at all, whereas the rise 
in unit labor costs in certain individual industries has 
been inflationary to a very considerable extent with 
respect to rates of productivity. 

But what do we see in the relationship here? That is 
the problem. Is it a permanent thing? Is it going to go 
on continuously or is it merely a temporary thing? If it 
is merely a natural consequence of demand, it will 
correct itself because it will attract or pull labor from 
areas where there is an oversupply, as in some of the 
big manufacturing centers in the United States, into 
certain service areas where there is an acute shortage. 


ECONOMIC READJUSTMENT OCCURRING? 


This would simply mean that the economy is read- 
justing itself. That is what I think is happening. How- 
ever, should public policy be made to make it happen 
more quickly? How to do that is one of the questions to 
be answered. 

If one compares American experience in the past and 
projects American experience in the future in terms of 
the increase in prices, I find it very difficult to conclude 
that prices in the United States are going to rise faster 
than in its competitor countries. 

You in the United States are unlikely to see any 
significant rise in prices during the next three years. For 
example, you have a substantial downward movement 
still in agricultural prices. In prices of manufactured 
goods, you are not going to see a big increase, because 
productivity is rising extremely sharply and the re- 
sistance to excessive wage increases has mounted and 
will continue to mount very highly. I would expect in- 
flationary wage rises to go ahead in the service sectors. 

Then, when you have got to the end of the period of 
the current upswing of the trade cycle, you will be tend- 
ing to move downward. The next period of recession 
may well be different, without this peculiar phenomenon 
of prices continuing to rise as the economy goes down. 
I do not see much prospect over the next five years of 
your prices rising very significantly. Perhaps you may 
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well get something like an average annual rise of 1%. 

Of course prices have been increasing for a long time. 
We have records in the United Kingdom going back 
over 700 years, and one of my colleagues says that 
prices have been rising continuously over this period! 
But while we have had stability and rise, stability and 
rise prices have never gone down over the long run. So, 
if over the long run, prices continue to rise, your prob- 
lem is, will they rise comparatively? 


BASIS FOR WORLD-WIDE STABILITY 


One can only project into the future on the basis of 
experience of the past. No one of the countries competi- 
tive with the United States knows any more than you do 
the secret of controlling prices or of preventing prices 
from rising and there is no reason for thinking that these 
other countries are going to be more successful in the 
next decade than the United States. My own feeling is 
that they, too, are going to have a very stable period. 
We have gone through a period of quite rapid price in- 
creases. We are going to get a shading off now. This is 
what has happened in the past. However, with a general 
instability on the political side, if we run into brush fires 
or something bigger than that, then my Breiecuons 
will not mean very much. 


The “Heavy” Franc 


. . If the market was less brilliant these past days, it is 
doubtless because it has been rising a bit too rapidly... . 
since the beginning of the year, the average increase has been 
very close to 25%, with a number of categories up much above 
that average. ... 

“Why such a big increase in French security prices while 
foreign shares rose only about 10%? Operations in 1958 were 
generally satisfactory for French companies, although im- 
provement in earnings rarely exceeded depreciations of the 
currency in August, 1957, and December, 1958, which cut the 
value of the franc by a third. Total distribution to stock- 
holders is generally mounting but, based on market prices and 
declared dividends, stock yields of the big companies vary 
from 1.5% to 3% net. 

“To buy shares at present market prices, then, is to place a 
wager on the future. Foreigners—Swiss, Germans and Amer- 
icans—are the ones who are placing the wagers. . . . 

“Here, in general, is the viewpoint of Swiss investors. 
French industry, having survived the worst conditions of 
monetary and political instability, has the vitality to take 
advantage of a period of sound money and stable government. 
The heavy franc opens up new vistas for enterprises, and since 
capital becomes very small expressed in the new money, some 
incorporation of reserves and distribution of free shares will 
result. Improvement of the financial situation will lead to 
lowering the interest rate, which will enable companies to 
procure new sources for financing their investments and rely 
less on internal means. This development should lead to an 
increase in dividends, which, in heavy francs, are too small at 
present rates. . . . Thus Swiss investors consider that present 
stock yields are unimportant ... the important thing is 
business expansion potentials. .. .”” From F. Montalenti, 
“Trop chére, la Bourse?” in La Vie Francaise: la Semaine 
économique et financiére, June 12, 1959. 


“e 


France, Europe—and the U.S.A. 


«é 
. 


. That a French minister of finance could cross the 
Atlantic for anything less than to hold out his cup to Uncle 
Sam is far from the minds of the American public. . . . But it 
was not money that Antoine Pinay had come to America to 
seek. He had come to receive a medal, presented to him in the 
Sert Room of the Waldorf-Astoria, in the presence of top men 
of New York banking and commerce. . . . The directors of 
the American economy knew of the improvement in France’s 
condition, even if the columnists had not already discovered 
it. Business Week, The New York Times, and the Wall Street 
Journal were describing and commenting on it. And the con- 
fidential letters of the large banks were drawing their own 
practical conclusions. Their general tone was one of astonish- 
ment. 

“They had seen a country with its money and its economy 
damaged, earning scarcely three fourths of its imports, a coun- 
try engulfed in a budgetary deficit, incapable of keeping a 
government, faced with possible civil war—the ‘sick man of 
Europe,’ in a word. They now saw a country that in four 
months had reestablished its trade balance, stopped up its budg- 
etary breaches, and reconstituted its currency reserves... . 
e 


“For America, these changes in France completed the pic- 
ture of the new Europe. . . . Germany had emerged... 
with a currency sound as gold and with a government that had 
remained unshakable for twelve years. Italy had disciplined 
her political life and put herself in a position to earn a dollar 
surplus. Benelux, Switzerland, the Scandinavian countries 
were models of activity and sense. Great Britain . . . had 
emerged with her industry stronger than ever, atomic energy 
at her service, and the pound sterling in process of restora- 
tion. 

e 


“France was the exception that made all American recon- 
struction efforts seem precarious. . . . This shadow of danger 
was lifted by General De Gaulle, who, from an American 
point of view, was completing the work of another general, 
George Catlett Marshall . . . who had torn Europe from 
despair and put it back on the road to economic recovery. . . . 
But history is a chain without end. The rescued continent is 
giving America some new thorny problems. From a continent 
needing aid and reduced more or less to the status of a vassal, 
Europe has become more and more America’s competitor and 
rival. 

e 


“Barbed wire is a case in point. America is not responsible 
for the monstrous abuses to which it has been put, but it is all 
the same an American invention that, thought up in Chicago 
in 1874, permits enclosure of the immense pastures of the West 


Raymond Cartier, political editor of Paris-Match, French mass-circulation 
pictorial weekly, gives Europeans his picture of the United States vis-a-vis 
a rejuvenated Europe and particularly France, the ‘‘youngest” and ‘‘most 
promising” of the countries. The following, in substantially abridged fransla- 
tion, is from the article, ‘‘Au Baroméfre ‘dollars’ France Monte en Fléche,” 
in the issue of Paris-Match numbered 529 and dated May 30, 1959. It is 
used here with the kind permission of the New York office of Paris-Match and 
the Bell Syndicate, Inc. 
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at little expense. Last year, half the barbed wire used in the 
United States came from Germany. 

“Again, the sewing machine and the typewriter have been, 
if not invented at least commercialized in America, but these 
markets are more and more being invaded by the Germans, 
Italians, and Swiss. Calculating machines, taxi meters, spin- 
dles are more and more being furnished by the Swedes. On 
Madison Avenue, the shoes are Italian, the woolens English or 
French... . 

e 


“The typical case is automobiles. The first European cars 
which appeared in America along about 1951 or 1952 were of 
English make, snappy-looking, red as bull’s blood, and rather 
close to being impractical in a country where it is forbidden to 
drive at more than a hundred kilometers an hour. . . . Amer- 
ican cars were as solid as the Rockies, and were growing longer 
each year like serpents in full growth. America, filling her own 
country with her own cars, regarded the rest of the world as 
only a small province to conquer. The thundering introduction 
of the Volkswagen, Hitler’s creation of 1936, came as a total 
surprise to Detroit’s automobile giants. Absorbed in their own 
world, if one told them that the American public aspired for a 
smaller car, more economical, easier to handle and garage, 
they responded that their plans were set for their cars to get 
larger not smaller, and that it could not be true that the taste 
of the American public had really diverged from the plans they 
had made for it. The small European car was only a temporary 
infatuation—and one would soon see. . . . 

“..In 1955, this ‘infatuation’ accounted for 58,000 
vehicles . . . for 107,000 in 1956, 259,000 in 1957 and 437,000 
in 1958. In April, 1959, a European automobile show opened 
at the New York Coliseum. . . . Renault, gaining second 
place in 1958, exhibited a Dauphine Caravelle with a glass top 
and announced its intention of pushing its sales from 55,000 to 
100,000. The British Motor Car Corporation set a goal of 
60,000, and Fiat aspired to double the sales that it had already 
quadrupled the preceding year. American builders invaded 
their own markets by means of their European subsidiary or 
associated companies: Ford by the English Ford, General 
Motors by Opel and Vauxhall, Chrysler by Simca. . . . It is 
entirely probable that sales of European cars in America will 
exceed the half-million mark this year. 

“Half a million cars represents a little less than a tenth of 
American car production. Not enough to throw Detroit into 
difficulty, it is enough to mean employment of 155,000 fewer 
persons in the automobile industry than four years ago. This 
situation is the more serious since American exports have fallen 
off while European imports have multiplied. . . . 


“Total figures indicate to what extent America’s tremen- 
dous trade balance has disappeared. Results of the first quarter 
of 1959, which have just been published, show that her.exports 
have increased to $2,800 million and her imports to $2,600 
million, leaving an insignificant margin of $200 million, a drop 
of three fourths from the $900-million surplus of the corre- 
sponding quarter of 1958. (Earlier surpluses were figured in 
billions.) America’s burdens, however, greatly exceed this 
small remaining trade balance. In 1959, expenditures of her 
tourists abroad and her expenses for her enormous diplomatic 
service and military and diplomatic aid to seventy nations will 
impoverish her by at least $3 billion to $4 billion. 

“For years, America has sustained the world without the 
appearance of fatigue, the extent of her total outlays looking, 
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when expressed in francs, like this: $32.681.484.000.000. A part 
of these sums represents the cost of industrial equipment which 
has helped put some of her competitors, momentarily hors de 
combat, back into the running, with their ability sharpened 
rather than softened by the experiences they have lived 
through. . . . Europe is more active and more prosperous 
than in 1939, while America . . . is beginning to face—for- 
tunately under a form a hundred times less tragic—problems 
from which she has helped free other nations. 
e 

“Last year, gold to the amount of $2,500 million left 
America. But $2,500 million in ten months constitutes a vio- 
lently alarming flow that can only increase in 1959. In the 
last three weeks, $176 million more gold has made the journey 
to Europe, bringing the gold reserve of the United States down 
to its May, 1946, level. 

“More than $20 billion (10,000 milliard francs), half of all 
the gold in the world, still remains to her—an apparently 
enormous sum. But through its role of banker, America has 
become the debtor to the world, with governments and indi- 
vidual foreigners holding a multitude of short-term credits— 
a great many, paradoxically, arising from aid she had given 
them. These credits total $14 billion, all of which, theoretically, 
can be converted into gold by foreign banks of issue.? There 
remains to America, then, only $7 billion or $8 billion of gold 
that definitely belongs to her, while she needs $12 billion to 
assure the 25% coverage of Federal Reserve note and deposit 
liability required by law. Thus America, reputed to be the 
world’s monopolizer, in reality has only about enough gold to 
sustain its financial system! 

e 

“. . . Technically, ‘the dollar is no longer the strongest 
money of the world.’ Several European currencies, the Ger- 
man mark especially, have more robust bases; and the famous 
‘dollar scarcity’ . . . has now been replaced by an abund- 
ance of dollars. . . . American optimists have been saying for 
more than a year that the flight of gold is only a matter of 
temporary adjustment—and yet from week to week the flight 
continues. . . . America, having an economy almost self- 
sufficient that operates on high wages and salaries, tradition- 
ally surrounds herself with almost impassable customs bar- 
riers. But . . . the necessity of letting the ‘petits Europeans’ 
and ‘petits Japonais’ earn their dollars has caused her to loosen 
her protectionist corset. 

“Each import victory has enraged a new branch of indus- 
try, throwing another senator or another representative into 
the protectionist wing. The government, resisting this influ- 
ence, still must display considerable elasticity. It has thus 
taxed Swiss watches and has annulled an award for turbines 
to an English firm. . . . To this classic defense of the Amer- 
ican standard of living, protectionists now add another press- 
ing theme: ‘defend the dollar!’ 

“A battle still more severe is developing over foreign aid. 

1"The nation’s gold stock fell below $20 billion in the week ended last Wednesday for the 
first time since June 26, 1940, the Federal Reserve Bank of New York reported yesterday, 
Gold holdings dropped $364,000,000 to $19,771,000,000. Of the decline, $343,750,000 repre- 
sented payment by the United States to fulfil its increased gold subscription to the Inter- 
national Monetary Fund.” The New York Times, June 26, 1959, p. 31 

2 At the end of 1957, the latest year for which complete information is available, the United 
States had total investments abroad, both long- and short-term, valued at $54.2 billion. Foreign 
holdings in this country were $31.4 billion, leaving us with an excess of $22.8 billion in invest- 
ments. Totals for short-term investments are $5.1 billion for our investments abroad and 


$17.1 billion for foreign investments in this country, leaving us a net debtor of $12.0 billion. 
The $14.0 billion referred to by M. Cartier evidently is the total of short-term liabilities to 


foreign banks and official institutions as reported by banks in the United States. This was 


$14.2 billion at the end of April, 1959. Additional liabilities to all other foreigners brought 
these liabilities to $16.8 billion 
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The bill before Congress this year again demands close to $4 
billion, in part for armaments for America’s allies, in part to 
sustain the economies of underdeveloped countries. Eisen- 
hower is making much of the Soviet offensive, the Berlin 
crisis, Russian penetration in the orient, and Communist 
dumping of goods to declare foreign aid more indispensable 
thanever. . . . [But] many persons in America who supported 
foreign aid when it was a matter of a precise goal, such as the 
economic restoration of Europe or Korea, do not wish to con- 
tinue the aid when it is a matter of pumping vast sums to 
countries that do not seem to respond with even as much as 
friendly feelings. . . . World economic movements indicate 
that the principal beneficiary of American liberality will again 
be Europe, but a Europe reconstructed, reestablished—a win- 
ner at least in the economic sense. America was able to play its 
role of universal Santa Claus as long as she was the only 
country intact in a world otherwise in ruins, drawing gold to 
herself as a magnet draws iron, and as her trade surpluses with 
nations that had everything to buy and nothing to sell grew 
colossal. . . . Such times are ended. . . 
e 

“|. . I have closely followed the successive points of view 
that have been developed by Americans since the war. I have 
heard maintained, sometimes with false commiseration, some- 
times with sincere sadness, that Europe could not rise from her 
defeat . . . that the West was going to be reconstituted on 
the axis of the American hemisphere from Alaska through to 
Tierra del Fuego. At the time of the Marshall Plan, only a 
few isolated persons . . . asked whether the country was not 
in process of resuscitating a competitor . . . most persons 
complained of the impossibility of remodeling into the Amer- 
ican image the human and economic constitution of the old 
continent: English passivity, French disorder, German con- 
servatism. The attitude of American superiority declined as 
European vitality reaffirmed itself. . . . The era of Europe 
as an associate has begun. . . . The Department of Com- 
merce has opened a Common Market office, which is sub- 


merged with requests from capitalists and industrialists in-. 


quiring into the possibilities of ‘’Europe des siz’. . . . Two 
specialized organizations, the Eurofund and the Eurunion,? 
have been set up to finance Common Market investments; 
today, 150 European stocks are quoted on Wall Street against 
thirty stocks five years ago. 

“Those who love to meditate on the revolutions of history 
have here a good subject. At the beginning of the last century, 
it actually was the poorly remunerated capital of a ripe 
Europe that . . . rushed toward an America poor in money 
but rich in promises. Now the movement is in reverse. . . . 
‘France,’ Antoine Pinay said to the Waldorf assembly, ‘is now 
the young country.’ While his statement is more true of France 
than of any other country in Europe, it is also true of Europe 
in general, 

“*, . . Only a few months back France was considered the 
decisive reason for not believing that European unification 
could succeed. . . . American big business was refusing to 
invest in France or even, like Ford, was retiring the money 
that it had previously ventured. Today, tempted by the Com- 
mon Market, American capital is being directed to France at 
least as much as to her old paradise lands of Holland and Ger- 
many. . . . Confidence that expresses itself by the free flow 
of private dollars carries the stamp of sincerity.” — Translated 
and abridged by E. H. E. Original article copyrighted by Paris- 
Match. 


3 The European investment bank and the development fund 


End of Bilateralism? 


“Bilateralism is not a Soviet invention. Its persistence in 
Sino-Soviet bloc trade relations with a large part of the Free 
World constitutes the principal residue of the network of 
bilateral trade and payments agreements which encompassed 
virtually the entire nondollar world before 1950. 

. There is considerable evidence that even se Soviet 
bide csuniries would welcome arrangements for multilateraliz- 
ing their trade with all of Western Europe. Moreover, trade 
with Western Europe must be conducted with goods that 
meet Western standards and at prices more or less in line with 
those established in world markets. Opportunities for the 
Soviet countries to gain political advantage through trade or 
by the extension of credit to Western Europe are limited; the 
Soviet interest in trading with that area is dictated very 
largely by economic motives. .. . 

“In spite of certain disadvantages and disappointments of 
Free World countries in trading under bilateral agreements 
with the Sino-Soviet bloc, the bloc trade offensive in the less- 
developed areas is making steady progress. Offers of credits 
on generous terms repayable in commodities and of contracts 
to purchase large quantities of primary commodities at 
favorable prices—especially when demand in free interna- 
tional markets is slack—have a powerful appeal. 

“This Soviet challenge to traditional trade patterns and 
practices cannot be ignored or discounted with the expecta- 
tion that Free World countries will break off agreement trade 
with the bloc countries as soon as they discover its short- 
comings. The Communist countries have an important 
economic and political stake in this trade and there are ways 


of making it more efficient and palatable. Not only are delivery — 


schedules and quality of exports by the bloc countries likely 


to improve, but they may develop a system whereby credits ~ 


with one bloc country can be used for making purchases in 
another. The process of negotiating agreements and contracts 
is also likely to improve with time.” 


World Trade with the Sino-Soviet Bloc,” Raymond F. Mikesell 


and Jack N. Behrman, Princeton. Studies in International — 


Finance, No. 8. 1958. Pages 97, 100-101. 


Gold and Dollars 


“. . . American aid and private capital investment has ex- — 


ceeded the continuing massive surplus of U.S. exports by some 


$3,000 million dollars. The U.S., in short, has behaved exactly — 


as its European debtors have hoped: it has bridged the dollar 


gap by the export of capital. Yet now that it has happened the © 


air is full of woeful cries about the defense of the dollar, and 
demands for a balanced budget, dear money, a resolute pres- 


sure on wages on the one hand, and a cut in foreign aid on ~ 


the other. Should the American government be stampeded _ 
into renewed deflation . . . the situation in the world’s mar- 
kets would sharply detemorkte: British exports have been 
supported by the large outflow of American capital to primary 
producing countries whose purchasing power, damaged by the 


fall of prices, has not yet recovered. Should capital exports and ~ 
U.S. government aid also fall a general downward spiral could © 


not be avoided. The present comfortable position of sterling 
would then deteriorate abruptly and the tentative recovery of 
production could not be maintained. . . .” New Statesman 
(London), June 13, 1959. 
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Consumers’ Choices in Business Cycle Phases 


HE EFFECT of changes in the pace of economic 

activity on the patterns of consumer spending is a 
subject of very practical interest to businessmen. The 
ability to anticipate these patterns in a period of soften- 
ing demand, for example, can be of considerable operating 
usefulness, particularly to firms producing or distribut- 
ing a variety of products. Some knowledge of what 
sectors of consumer goods are the most or the least 
recession resistant could be of great help in formu- 
lating inventory policy, allocating space among the 
various product lines, developing promotion programs, 
and in margin and profit planning. In short, it would 
aid in making the maximum use of resources in a period 
when effective programing is of special importance. 


No Systematic Information 


But despite its potential usefulness, there is surpris- 
ingly little systematic information available on the way 
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in which consumer choice shifts with the sags and spurts 
in the economic cycle. Production figures, available in 
some detail, provide only a very blunt measure, largely 
because of the changes in inventory levels. 

Nor do consumer expenditure statistics offer much 
help, since the most detailed that are available still do 
not provide sufficient splintering of commodity classes 
to be of extensive practical use. Further, they are to be 
had only on an annual basis which is an inadequate fre- 
quency, particularly for the postwar period in which the 
experiences of recession have been notably of short 
duration. 


A Clue in Retail Sales 


Perhaps, the most useful of statistical series delineat- 


. ing the turns in consumer emphasis is that of retail sales. 


But such figures, while available on a monthly basis, are 
not sufficiently detailed to allow for more than the most 
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generalized and familiar observations—such as, for in- 
stance, to demonstrate that the automobile industry 
tends to be the hardest hit in recession while food buying 
continues strong. 

However, for some sectors, primarily clothing and 
home furnishings, considerably more detail concerning 
buying behavior is available. Specifically, the Federal 
Reserve Board provides a monthly sales index for a 
large number of merchandise lines that are sold in the 
nation’s department stores. This material also has its 
limitations, certainly including the fact that data are 
collected only from large downtown stores and that the 
big-store shopper may not be entirely typical of the 
average American consumer. Nevertheless, the sales 
experience of department stores provides some insight 
into consumer purchasing in periods of economic change. 

A list of the major merchandise lines sold in depart- 
ment stores, arranged according to their resistance to 
contractions in business activity, is given in the accom- 
panying box. In this array, sales of sportswear for 
example, appear to hold up exceptionally well, while 
major household appliances are an especially vulnerable 
merchandise line. 

This hierarchy of recession-sensitive goods is 
based on sales experience in the three postwar periods of 
economic contraction: 1948-1949, 1953-1954, and 1957-— 
1958. In each of those recessions, the periods during 
which department store sales reached their maximum 
losses were selected and the performance of each mer- 
chandise line in those periods was compared with its per- 
formance in the corresponding months of the previous 
year.! In all three periods of decline, the behavior of the 
individual commodity lines was consistent in almost 
every instance; there were some differences in degree, 
but seldom in direction.’ 


Emphasis on Small Wares 


The results of this operation in many ways sketch 
an unexpected pattern. Among the most hearty per- 
formers when business is generally on the down side are 
those merchandise lines referred to in the trade as “small 
wares” and “miscellaneous merchandise.”’ High on the 
list are sporting goods and cameras, books and sta- 
tionery, toilet articles, toys and games, silverware and 
jewelry. The record of certain women’s accessory de- 
partments is also heartening. These include corsets and 
brassieres, women’s and children’s shoes, handbags. In 
the women’s and misses’ apparel sector, girls’ wear and 
sportswear display a relatively high degree of recession 
resistance. 


1 Deseasonalized data are not available by merchandise line. The 
method used was applied in a number of variations. For example, in 
order to guard against significant differences in the timing in which 
particular lines may have entered the decline phase, the period used 
varied from three to nine months. Further, on the assumption that 
“year-ago” performance may not have been representative in some 
instances, comparisons were made on the basis of an average of the 
three previous years 

2 Conflicting signals were registered for radios and TV, neckwear 
and other categories. Those lines are not shown in the accompanying 
tabulation 


Other items in the women’s accessory and apparel 
area have a mixed record. Sales of coats and suits 
tilt sharply downward when the going gets difficult, as 
do millinery and hosiery. Sales of juniors’ outer apparel 
and women’s inexpensive dresses tend to maintain a 
neutral position. Major men’s and boys’ wear depart- 
ments range from neutral to low, with men’s accessory 
sales less affected than clothing. Basement sales in this 
general sector, however, continue strong. 


In Periods of General Economic Contraction the Sales of 
These Departments, Compared with Total Downtown 
Store Performance Are. . . 


. considerably stronger 


Blouses, skirts, and sportswear 
Books and stationery 

Corsets and brassieres 

Girls’ wear 

Sporting goods and cameras 
Toilet articles and drug sundries 


. somewhat stronger 


Aprons, housedresses, and uniforms 
Handbags and small leather goods 
Housewares (including small appliances) 
Men’s and boys’ wear (basement) 
Men’s and boys’ shoes and slippers 
Women’s and children’s shoes 
Silverware and jewelry 

Toys and games 


. about the same 


Blankets, comforters, and spreads 

Boys’ wear 

China and glassware 

Domestics—muslins, sheetings 

Infants’ wear (including infants’ furniture) 
Juniors’ coats, suits, and dresses 

Men’s furnishings and hats 

Notions 

Shoes (basement) 

Women’s and misses’ inexpensive dresses 


. somewhat weaker 


Domestics and blankets (basement) 

Lamps and shades 

Linens and towels 

Mattresses, springs, and studio beds 

Men’s clothing 

Piece goods 

Women’s and children’s hosiery 

Women’s and misses’ better dresses 

Women’s and misses’ ready-to-wear (basement) 


. considerably weaker 


Domestic floor coverings 

Draperies, curtains, upholstery and awnings 
Home furnishings (basement) 

Luggage 

Major household appliances 

Millinery 

Women’s and misses’ coats and suits 
Upholstered and other furniture 


Sources: Federal Reserve; The Conference Board 
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Home furnishings generally are predominantly on the 
weak side. This appears to apply to both high and low 
price-tag merchandise lines. This broad category is 
harder hit than almost any other major department 
store class. 

While it is hardly surprising to find that relatively 
high-priced merchandise are most severely affected, 
basement departments generally do not do so well as 
their corresponding main-store operations. For par- 
ticular lines of merchandise, explanations may be sur- 
mised as to why they resisted or yielded to recessionary 
influence. For instance, the relative resistance of jewelry 
sales may be attributed to the fact that costume jewelry 
provides an inexpensive way of freshening up last year’s 
dress. But this is the wisdom of hindsight. 


Growth Trends in These Departments of Downtown 
Stores ... 


. . . have been strong Bae cafe ibte 
Sporting goods, cameras +59 
Girls’ wear +49 
Blouses, skirts, sportswear +44 
Corsets and brassieres +42 
Radios, phonographs, TV, records, etc. +39 
Books, stationery +39 
Mattresses, springs, studio beds +37 
Toilet articles, drug sundries +36 
Basement: men’s, boys’ wear +30 
Housewares (including small appliances) ae 
Handbags, small leather goods +24 
Toys, games +24 
Women’s, children’s shoes 

Infants’ wear (including infants’ furniture) 

Boys’ wear 

Upholstered, other furniture 

Neckwear, scarves 

Blankets, comforters, spreads 

Aprons, housedresses, uniforms 


. . have been average 


China, glassware 

Men’s furnishings, hats 
Domestics—muslins, sheetings 
Silverware, jewelry 

Notions 

Basement: shoes 

Women’s, misses’ inexpensive dresses 
Juniors’ coats, suits, dresses 
Men’s clothing 

Basement: domestics, blankets 
Linens, towels 


. . have been weak 
Draperies, curtains, upholsteries, awnings 
Women’s, misses’ better dresses 
Basement: women’s, misses’ ready-to-wear 
Underwear, slips, negligees 
Basement: home furnishings 
Domestic floor coverings 
Millinery 
Women’s, children’s hosiery 
Major household appliances 
Women’s, misses’ coats, suits 
Piece goods 


Total Store 


Sources: Federal Reserve; The Conference Board 
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Closely related to the question of relative fortunes of 
the various merchandise departments in periods of 
economic slowdown is that of their performance in 
times of boom. It was difficult in this connection to 
delineate clear-cut time spans that could be unmistak- 
ably classified as periods of exceptional boom. Growth 
patterns generally tend to be more gradual and orderly 
than those of decline. In any event, the latter experience 
tends to etch a more precipitous course. However, what 
observations of boom sales that could be made indicated 
that those merchandise lines that held best in decline 
achieved the most impressive records in periods of sharp 
general rise. Those sectors that turned feeble when the 
going was difficult perked up only modestly when the 
times were expansive. 

The same pattern is evident in recovery as in boom. 
Lines that were reasonably strong in recession tended to 
be the most vigorous in the revival. This observation 
can be illustrated for the most recent period of economic 
decline and rebound in department store business: the 
recession phase occurred in the first half of 1958, with 
the final six months of that year comprising roughly the 
recovery phase (see chart). Finally, there is a strong 
parallel between the merchandise sectors in downtown 
department stores that were comparatively recession 
resistant and those that registered the largest growth 
rates since the war. This similarity has significance, in 
suggesting that the products that are of increasing im- 
portance in the pattern of consumer demand continue 
relatively strong in periods of contraction, while mer- 
chandise lines that are declining in consumer preference 
tend to be most adversely affected. 


Fasran LINDEN 
Division of Consumer Economies 
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The Measurement of Levels of Living with Special Reference to 
Jamaica—A report on a nine-week field study undertaken to 
measure intertemporal changes in levels of living in Jamaica. 
By C. A. Moser. Colonial Research Studies No. 24, Colonial 
Office, Her Majesty’s Stationery Office, London, 1957, 106 
pages. $2.54 postpaid. 


Foundations—Their Power and Influence—A detailed analysis of 
some of the country’s largest private foundations. The 
author discusses their operating practices and the nature of 
their grant programs. Among the practices that receive his 
attention are the composition and function of a foundation’s 
directorship, the system of selecting individuals and institu- 
tions as gift recipients, and the tendency of some founda- 
tions to establish new agencies to operate in specialized 
fields. By Rene A. Wormser. The Devin-Adair Company, 
New York, 1958, 399 pages. $7.50. 


International Economic Papers No. 8—Translations of papers 
prepared for the International Economic Association cover- 
ing a variety of fields, a broad time span and a number of 
countries, including two behind the Iron Curtain. Edited by 
Alan T. Peacock, Ralph Turvey, Wolfgang F. Stolper, and 
Elizabeth Henderson. The Macmillan Company, New York, 
1958, 240 pages. $4.75. 


Monthly survey of business opinion and experience 


EXECUTIVE EXPENSE ACCOUNTS 


HE ADMINISTRATION of executive expense 

accounts is of particular concern to managements 

faced with both rising costs and more stringent tax 
rulings. Nevertheless, according to the 264 manufactur- 
ing companies participating in this month’s survey of 
business practices, it is still common practice to place 
only limited restrictions on the expense accounts of 
executives. Particularly with respect to travel expenses, 
most companies prefer to rely on the judgment and dis- 
cretion of their executives, subject to approval or to the 
limitations of broad general definitions of allowable ex- 
penses. A few companies, however, employ more re- 
strictive policies which list in detail those expenses that 
are or are not reimbursable. 

With respect to other expense items, such as payment 
of wives’ traveling expenses or club dues, policy is more 
precise, and many companies do not allow this type of 
expense at all. 


TRAVEL EXPENSES 


It is the general intention of companies whose execu- 
tives are traveling on business to reimburse them for all 
reasonable expenses incurred during the trip. Some rely 
on the judgment of their executives as to what expenses 
are reasonable and proper. Many, however, do not pay 
personal expenses or expenses “‘not related to the pur- 
pose of the trip,”’ but most do not define these in detail. 
Only a few have prepared detailed lists of nonreim- 
bursable traveling expenses. 


Unallowable Expenses Loosely Defined 


Companies whose policy it is to not pay nonbusiness 
traveling expenses usually either leave the determina- 
tion of what expenses are “‘nonbusiness” up to the 
executives or cite only one or two unreimbursable items 
as examples for executive guidance, such as clothing 
‘purchases or purely personal entertainment. In a con- 
struction materials company, where executives know 
that personal expenses are to be personally paid, “‘this 
philosophy seems to have been sufficient without our 
specifying any type of expense which will not be 
reimbursed.” 

A steel company pays all reasonable expenses in- 
curred by executives “except expenses that would be of 
a personal nature such as sightseeing trips, purchase of 
gifts, etc.” 

A manufacturer of industrial machinery writes: 


“We have not found it necessary to limit executive travel- 
ing expenses to any specified categories. However, we would 


not expect executives to request reimbursement for race 
track betting and other extracurricular activities.” 


Nonreimbursable Items Specified 


A minority of companies specify nonreimbursable 
items of executive travel expense and a handful of firms 
cite them in detail. One of the most comprehensive 
lists of nonallowable expenses was prepared by an indus- 
trial machinery company: 


personal entertainment + 
radio or television rentals + airline and other trip 
insurance + special room service =+ personal 
reading matter + barber + manicurist’ = 
bootblack + personal telephoneand telegraph and 
postage + unauthorized attendance atconventions, 
meetings and conferences + _ repairs and mainte- 
nance of personalautomobile + _ theft, loss ordam- 
age topersonalluggageoreffects +  personalauto- 
mobile insurance + donations -+ gifts «+ 
unexplained expenses 


Valet + laundry + 


Other nonreimbursable items cited by only one or two 
companies include: medical expenses; chauffeured limo- 
sines; fines for infractions of laws; cost of travelers’ 
checks on domestic trips; personal expenses incurred for 
household services due to employee’s absence on a business 
trip. 


Personal entertainment and gifts or personal pur-— 


chases are the most common items ruled out by those 
companies that list nonreimbursable items. 

Most companies pay for laundry and valet services 
for traveling executives, although some specify the cir- 
cumstances under which such expenses are reimbursable. 
For example, an industrial machinery company allows 
valet service when an executive is away for more than 
three days, and laundry when the trip is over five days 
in length. Reimbursement for valet and laundry only 
when a trip is of more than seven days’ duration is made 
by a manufacturer of electrical equipment. And an elec- 
trical appliance manufacturer permits reimbursement 
for laundry and valet only when an executive is on an 
extended trip or “when unusual circumstances make 
these services necessary.” 


Strict About Personal Entertainment 


Most companies regard personal entertainment as a 


personal expense that is not reimbursable. However, a — 


few companies espouse a more liberal policy with regard 
to such expenditures if they are reasonable. 
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For example, the vice-president of a small foundry 
states: 


“We would also pay, without question, any charges for 
personal refreshments or personal entertainment because we 
feel that our executives, while traveling, should lead the life 
they are normally accustomed to at home. That is, to be 
more explicit, the company is happy to reimburse for a 
cocktail or two, or a movie or a show, etc. that the executive 
might normally be accustomed to in his regular home 
routine.” 


Entertaining Company Personnel 


Although the costs of entertaining customers while 
traveling are almost universally reimbursed, some firms 
state that they specifically exempt reimbursement for 
the entertainment of other company personnel. A few 
other companies point out that the particular expense 
involved may be reimbursable but, as the expense policy 
of a food company reads: “Where two or more em- 
ployees jointly incur company expense, each should pay 
and separately record his expense.” A rubber company’s 
position on individual reporting of expenses is as follows: 


“We have noticed entertainment expenses of other com- 
pany employees on our payroll; henceforth this will not be 
permitted. In many cases we have allowed such items, to 
find later that we twice paid a portion of this entertainment.” 


A small number of companies cite certain conditions 
under which the entertainment of other company em- 
ployees will be reimbursed. A manufacturer of industrial 
machinery, for example, limits reimbursement to “enter- 
tainment by supervisory personnel on those occasions 
involving furtherance of work objectives and morale.” 
A food company permits reimbursement for entertain-= 
ment of company employees by key personnel visiting 
out-of-town plants, or when a key executive from out- 
of-town comes to the company headquarters, or other 
similar circumstances. 


WIVES’ EXPENSES 


Slightly more than half of the 264 responding com- 
panies sometimes pay for the travel expenses of wives 
who accompany their executive husbands on business 
trips. Of these, forty-seven state that the practice is 
rare or restricted to top executives or officers; and four 
say they reimburse for wives’ expenses only in the case 
of an extended or an overseas trip. 


Paid When in Company Interest 


With only one exception, companies that pay wives’ 
expenses clearly state that such travel must first be 
deemed in the company interest or have a definite busi- 
ness purpose. For example, a metal goods company 
executive reports that expenses for wives are paid by his 
company when: “‘(1) the trip is of relatively long dura- 
tion; (2) it includes aspects of intercompany personnel 
integration; and (3) it involves customer relations on a 
social scale.” 

Ina similar vein, the vice-president of an oil company 
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writes that “the duration and nature of the business 

trip, the type of conference or convention to be at- 

tended, the itinerary and the anticipated presence of 

wives of customers and other executives attending are 

factors which are considered in reaching such decisions.” 
A hardware company states: 


“Our plan includes the payment of traveling expenses for 
the wife of an executive provided the nature of the trip is 
better served by the presence of the wife and provided the 
matter has first been cleared with the president of the 
company.” 


‘‘When wives accompany their husbands on business 
trips for some business purpose (as, for example, to 
industry meetings or conventions),” comments the 
executive vice-president of a construction materials 
firm, “all normal expenses are paid. Also wives occa- 
sionally travel on company planes on nonbusiness trips 
when there happens to be an empty seat and the plane 
is scheduled for the trip for business reasons.” 


Those That Do Not... 


In contrast, 114 companies state that they do not pay 
for wives’ travel expenses under any condition. While 
most respondents simply stated that refusal was a mat- 
ter of policy, an executive of a refrigerating machinery 
manufacturer had this comment: 


“Tt is recognized that wives frequently contribute to the 
effectiveness of their husbands on certain types of business 
trips; but wives’ expenses on such trips are treated as part 
of the job requirements of the husband.” 


Two other companies that would otherwise favor 
wives occasionally traveling with their husbands cite 
recent experience with the Internal Revenue Service as 
a deterrent to permitting reimbursement for their 


expenses. 
Family Plan Savings Permissible 


A few companies that do not make reimbursements 
for wives’ expenses do permit executives who take their 
wives on business trips to pay only the difference be- 
tween the cost for both and the reimbursable cost for 
one person. For example, an executive may take ad- 
vantage of reduced family plan rates offered by some 
common carriers and charge his company for first class 
accommodations for one. Similarly, he would personally 
pay only the difference between the cost for two in a 
hotel room, and the reimbursable charge for one person. 


FEW LIMITATIONS ON ROOM AND BOARD EXPENSES 


Only five companies place any daily limit on the 
amount that can be spent by traveling executives for 
meals, and six firms place a limit on the amount spent 
for rooms. Four of the companies that have such limits 


operate on a per diem basis. Only one company in ten 


has any form of yardstick against which executive ex- 
penses for room and board are measured. Sixteen com- 
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panies merely rely on the personal travel experience of 
the executive approving the account as the test of rea- 
sonableness. Three companies compare executive ex- 
pense accounts with those submitted by others in the 
company, and five use historical data as a measure of 
reasonableness. 

The treasurer of an industrial machinery company 
that uses historical data as a yardstick writes: 


“We maintain historical data regarding repetitive ex- 
penses such as meals, lodging, etc. by location. The reason- 
ableness of expenses reported is checked against what we 
believe to be the normal averages for that locale.” 


Aside from the above company and those having a 
per diem arrangement, only two other companies report 
using dollar yardsticks. A chemical company considers 
$25.00 a day to be reasonable for hotel, meals and minor 
expenses. This does not include unusual or entertain- 
ment expenses. The treasurer of a textile firm advises: 


“As an informal yardstick, hotel rooms generally range 
anywhere between $12.00 to $16.00 if it is a junior officer, 
and as high as $18.00 to $25.00 if it is one of the senior 
executives. Meal expenses can and do run anywhere from 
$8.00 to $14.00 a day. This is dependent to a great extent 
on the amount of entertaining done.” 


Half of the respondents state that they do not use any 
yardsticks or set any limits on executive expenses. 
Executives, they say, are trusted to exercise good judg- 
ment and prudence in such matters. The controller of a 
food company writes that “this is on an honor system 
commensurate with the faith reposed in top level execu- 
tives.” And a manufacturer of rubber products typifies a 


widely prevalent philosophy: “We expect our men to 


live well without being extravagant, but have put no 
definite limit or measure on what they should spend.” 


Per Diem Allowances 


Only four of the 264 cooperating companies state that 
they regularly reimburse employees for expenses.on a 
per diem basis. 

An aircraft company allows executives $15 a day for 
room and meals, plus all room rent charges which are in 
excess of 40% of the total per diem allowable for the 
entire trip. A communications equipment manufacturer 
allows $13 per day except for top level division and 
corporate executives who are reimbursed on an actual 
expense basis. Twenty dollars for room and board is 
allowed by a furniture manufacturer. 

The fourth company, a producer of textiles, uses a 
very elaborate per diem system. It is designed to cover 
all normal overnight travel expenses (except air and rail 
transportation) for twenty-four hours of travel time. 
Allowances are based on the size and location of places 
visited and are broken down into two classes based on 
the employee’s rate of pay. Thus the higher rates apply 
to those above a certain salary level, the lower rates to 
those below it. Rates range from $9 a day at the plant 


location to $24 a day in New York for the lower grade, 
and from $9 to $27 for the higher grade. The assistant . 
treasurer comments in part: i 


“The per diem allowances vary with the size of the com- 
munity, as our experience indicates that generally travel © 
expenses are higher in the larger population centers. Occa- 
sionally employees are permitted to submit their expense - 
accounts on an actual out-of-pocket basis where expenses — 
have been extraordinary and the per diem is inadequate.” 


He goes on to say that “although our practice appears 
to be contrary to that of most companies, we have 
utilized the per diem method of reimbursement for 
many years with considerable success. We feel that it 
eliminates questions that would otherwise be a source of 
friction, that it treats fairly all employees who travel, 
that it provides adequate amounts for employees to 
travel comfortably, that it simplifies administration and 
eliminates the need for the employee to concern himself 
with an attempt to account for everything he spends.” 

However, this executive suggests that recent tax 
rulings have tended to eliminate the last mentioned 
advantage and has put the company under some pres- 
sure to use an out-of-pocket method of reimbursement. 


Disadvantages of Yardsticks 


Two companies point out that yardsticks or limits on 
expenses have the drawback of becoming the standard 
once they are known. Commenting on this tendency, the 
president of a structural metals company writes that 
“we have experimented with daily limits on amounts 
executives may spend while traveling and found the 
experience not good because the maximum becomes the 
standard quite rapidly.” 

Similarly, an executive of a refrigerating machinery 
firm reports that “the disadvantage of yardsticks is that 
they become publicly known, intentionally or otherwise, 
and unconsciously become the level to which many peo- 
ple would gravitate if such procedures were followed.” 


Expenditures Should Be “Reasonable” 


One hundred four companies report that they use the 
yardstick of “‘reasonableness”’ as the only limit on ex- 
penses. Within this broad boundary, there are many 
minor variations with respect to what comprises reason- 
ableness. It is also occasionally suggested that what is 
“Teasonable”’ expense for one executive might be re- 
garded as extravagant for another. The treasurer of an 
aircraft company says that “‘all expenses submitted for 
reimbursement are examined for reasonableness.” He 
goes on to say that “‘the test of ‘reasonableness’ varies in 
accordance with the responsibility of the traveler.” 

Similarly, the controller of a manufacturer of com- 
munications equipment relates that “expenses are sub- 
ject to administrative judgment and reasonableness in 
the light of organizational status, local conditions and 
length of stay.” And a steel company executive writes 
that “the reasonableness of such expenditures is judged 
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by the status of the executive, the city visited, and the 
nature of the mission.” 

Commenting on the reasonableness of expenditures, a 
manufacturer of industrial machinery states that this 
factor is left to their executives’ ““good judgment, and any 
discussion of it would be on an informal but probably 
effective basis.” 

However, the vice-president of an iron and steel 
foundry says only that: 


“Tt is truly difficult to determine in a clear-cut manner 
what are reasonable expenses and what aren’t reasonable 
expenses. Yet, I know, and my fellow executives know what 
are reasonable expenses and what aren’t. It’s a feeling that 
is extremely difficult to impart orally, but it’s there, and it 
works quite satisfactorily for us.” 


ACCOUNTABILITY FOR EXPENSES 


Of the 252 companies that commented on the degree 
of accountability for expenses, 209 require complete 
itemization, and many volunteered that they require 
receipted bills where obtainable. Thirty-five companies 
state that they demand only some degree of itemization, 
such as totals for meals, lodging, entertainment and 
miscellaneous expense. And eight advise that no item- 
ization is required. 

The vast majority that insist on complete itemization 
of expenses most frequently list the items mentioned by 
the controller of a manufacturer of electrical industrial 
equipment: “daily itemization of all expenditures in- 
curred must be made by the following captions: trans- 
portation (auto mileage, rail, bus, or plane fare, pullman); 
hotel or motel; meals; taxi, baggage and parking charges; 
telephone or telegraph; entertaining; other disbursements 
(with explanation).” 

Other items mentioned include valet and laundry, 
highway tolls, and tips. And a few companies say that 
they require itemization only to the extent necessitated 
by Internal Revenue Service requirements. 

The practice of the minority that require no itemiza- 
tion is illustrated by the statement of the president of an 
electrical components company: 


“We do not require executives to itemize their expenses. 
We believe it would take too much valuable time of an 
executive to itemize his expenses, such as taxi fares, meals, 
-parking, etc. As a rule they simply turn in their hotel or 
club accounts for payment and order transportation through 
our recommended travel bureau.” 


Two hundred thirty of 254 companies state that 
they require formal approval of executive expense ac- 
counts by someone other than the executives submitting 
‘them. In 110 companies, the approval of a superior is 
required, generally the man to whom the executive sub- 
mitting the expense account reports. The president ap- 
proves expense accounts in thirty-seven companies that 
are largely small or medium in size. In thirty-five com- 
panies, the treasurer is the approving officer and the 
‘controller approves in nineteen others. Twenty-nine 


JULY, 1959 


341 


companies report a variety of approving officers or 
groups, such as the executive vice-president, the vice- 
president for finance, and in one instance, “any member 
of the executive committee.” 

On the other hand, twenty-four companies state that 
no approval is required for top executive expense ac- 
counts. Again, these are generally smaller companies 
having a limited number of executives, many of whom 
are company officers. As the chairman of the board of an 
industrial machinery company puts it, ‘“‘an executive’s 
expense account does not have to be approved but he is 
expected to do the right thing.” A few larger companies 
require approval only below department head level. 

More than one approving signature on an executive 
expense account is required by only a few firms. 


Other Controls over Expense Accounts 


Of 260 companies, 203 report no other means of con- 
trolling executive expense accounts beyond review and 
approval by a superior or another officer. However, 
twenty-eight companies report the use of departmental 
budgets or some form of budgetary control as a restric- 
tive instrument. Seven subject expense accounts to 
internal audits; nineteen state that they have periodic 
reviews of expense accounts by various top executives; 
and three spot check expense accounts for reasonable- 
ness. Some of the prevailing practices are illustrated by 
the following comments: 


“For comparative purposes, summaries of all expenses of 
each individual are prepared on a cumulative basis each 
month for each year.” (A motor vehicle equipment company) 

* * & 


“The Board of Directors receives quarterly reports show- 
ing, among other things, total executive expense accounts 
and comparisons with previous periods.” (A hardware 
company) 

* * OF 

“The internal audit branch reviews expense accounts.” 

(An industrial machinery company) 
ok s 

“Further control technique is that each section, depart- 
ment, and division has a summary of total reimbursed 
expenses by months, and that quarterly they review expense 
reimbursements by the principal executives within the de- 
partment division. This is also reviewed by the president.” 
(An iron and steel foundry) 


A few companies are presently trying to develop more 
effective controls. A refrigerating equipment company 
executive writes: 


“We are in the midst of revising our control procedure 
and are trying to tighten up somewhat in an effort to 
make all of our traveling people more cost-conscious and 
alert to the expenditure of company funds.” 


FLAT MONTHLY OR ANNUAL PAYMENTS 


Only eleven out of 264 companies pay any flat 
monthly or annual amount to executives for expenses. 
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In general, the practice of paying flat expense allow- 
ances is limited either to special situations or to one or 
two top executives. A textile company executive, for 
example, advises: “‘in a very few instances the company 
does pay flat annual expense allowances. These amounts 
range up to $1,000 per year and are limited to those per- 
sons who, because of their positions, must do an extra- 
ordinary amount of entertaining in their homes or 
clubs.” A paper company gives the chairman of the 
board and the president annual expense allowances of 
$5,000 each. And a rubber company allows its president 
$1,000 annually “for out-of-pocket and home entertain- 
ment expense.” Another company pays a flat monthly 
allowance to one executive who prefers “‘to incur all 
traveling expenses in his own name and make his own 
accounting each year.” 

Two companies pay flat allowances only in special 
cases involving foreign travel. The vice-president of one 
of these, an industrial machinery company, writes that 
“on rare occasions involving foreign travel we have 
negotiated a flat monthly or weekly allowance. The 
amount depends on the country involved.” 


CLUB DUES 


Almost two thirds of the 252 companies that com- 
mented pay some dues for executives in business or 
social clubs. Of this number, fifty-seven companies pay 
club dues only for officers or top executives. Seven com- 
panies limit payment of dues to service clubs such as the 
Rotary Club, Kiwanis and Lions. 

While companies expect business benefits to accrue 
from reimbursed club affiliations, some make the busi- 
ness aspects a very specific requirement for expense 
approval. The president of a metals company notes: 


“We pay club dues only if the club is used exclusively for 
business purposes. By this criterion all charges at a luncheon 
club would be reimbursable, but direct expenses for specific 
entertainment only would be allowed for country clubs.” 


A rubber company executive writes that “in general 
the company will pay the club dues of an executive for 
one membership where such executive uses the club 
for business entertainment.” 

And a producer of industrial electric equipment 
telates this detailed list of qualifications: — 


“Each membership must meet the following require- 
ments: (a) It is necessitated by the individual’s company 
responsibilities; (b) it would not otherwise be maintained by 
him; (c) it is of sufficient benefit to the company to warrant 
the expense involved; (d) employee must be in a manage- 
ment position; (e) clubs—limited to one ‘club’ per em- 
ployee; (f) professional societies—provided the employee is 
already maintaining one such membership at his own 
expense.” 


A few companies specify that they generally pay only 
for city or luncheon clubs, and some rule out country 
clubs completely. The president of a tool manufacturing 
company advises that “no club dues are paid to a club 


where, for instance, family memberships are possible or 
which may be used for family purposes.” However, 
most companies that pay club dues for business pur- 
poses are not so restrictive. 

“Our company policy is to pay club dues of nonsales 
executives for at least one country club membership and 
one business club membership,” states the treasurer of a 
steel company, “‘so that these nonsales executives, who 
are primarily officers of the company, can carry on their 
business meetings and entertainment.” 


Restricted to Top Executives 


Of the fifty-seven companies that pay club dues only 
for top executives or officers, eight state that dues are 
paid only for the president, or the president and one 
other officer, such as the vice-president or chairman of 
the board. For the most part these are small companies, 
although one large oil company pays dues only for the 
president, chairman and a few directors. The treasurer 
of a paper company writes that “the company pays club 
dues for only one club which is often used by the presi- 
dent for business meetings (not a golf or country club).” 

The majority, however, include the top officers, as in 
the case of the steel company that pays “in a very few 
cases the club dues of nonsales executives who are the 
top officers of the company” or the oil company that 
pays only “for a very few in the higher executive man- 
agement category.” 


Many Do Not Pay Club Dues 


Ninety-one respondents (36%) state that they do not. 


pay club dues for nonsales executives. Most of these 
companies simply stated their practice flatly as a reflec- 
tion of company policy. However, a manufacturer of 
refrigerating equipment offers this philosophy: 


“Initiation fees, dues to social clubs, membership of pro- 
fessional activities, and membership dues of technical or 
professional societies are considered as those indicated by 
the job requirements of the executive and the expense to be 
paid by him.” 


But the treasurer of an electrical appliance company 
that currently pays no club dues, says: ‘““We are prob- 
ably treating these expenses unrealistically, and con- 


sideration is being given to the company assuming all or 


a portion of this expense.” 


BUSINESS ENTERTAINMENT IN THE HOME 


One hundred forty-one companies state that they | 
permit reimbursement for business entertainment by © 


executives in their homes. Seventy-one respondents do 


not reimburse for home entertainment, thirteen have no > 


nine did not comment. 

Fifty-six companies remark that expense incurred by 
executives in business entertainment at home is reim- 
bursed when circumstances warrant, but say that such 


definite policy with regard to the question, and thirty- 


occasions are rare. Some note that while they would 
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reimburse for such an expense, they have not had oc- 
casion to do so. Reports the president of a steel company: 


“Tf the occasion deems it necessary to entertain at home, 
rather than at a club, the appropriate expense would be 
reimbursed by the company. This type of expense would be 
considered unusual and not a common practice.” 


The president of a metals company states: “If an 
individual incurred substantial expense in entertaining 
in the home in a specific instance his request for reim- 
bursement for this expense would be honored.” 

An electrical appliance company executive writes that 
“in general, we do not reimburse executives for enter- 
tainment in their own homes except where it is truly 
company business. This decision is made prior to such 
entertainment.” 

And the president of an instrument controls company 
suggests that while entertainment of business guests 
would be reimbursable, executives of this company 
prefer to deduct such expense from their income tax, 
“unless it is of unusual magnitude.” 

Most of the eighty-two other companies that reim- 
burse for home entertainment expense incurred for busi- 
hess purposes do not qualify their practice. Typically, a 
steel company president advises that “if home enter- 
tainment is for strictly business purposes, we allow 
reimbursement.” However, a few companies take a 
more positive position on this question, such as the air- 
craft firm that reports “reasonable expenses for enter- 
_tainment of company guests in the homes of executives 
are allowed. Usually such costs will be less than if 
entertainment were provided elsewhere.” 

The assistant treasurer of a chemical company, 
referring to the size of his community, goes further: 


“Living in a small town, we do not have the public 
facilities available for entertainment, and, therefore, a good 
deal of this is carried out in private homes.” 


Finally, an industrial machinery company executive 
reports that home entertainment is not only reimbursed 
but encouraged by his organization. 


Not Policy To Reimburse 


In contrast, seventy-one companies report that they 
do not reimburse for entertainment in the home. Most 
of these respondents do not elaborate, but state their 
policy much in the manner of the communications 
equipment company whose controller writes simply that 
“the company does not provide for entertainment in 
executives’ homes.” 

In a similar vein, the vice-president of a metals com- 
pany advises: “It is not our policy to have our execu- 
‘tives entertain in their homes for business purposes.” 

Six other companies report that they discourage busi- 
ness entertainment in the home. Writes a chemical 
company vice-president: “No reimbursement is allowed 
for entertainment in the home. In fact, this practice is 
discouraged. As a consequence, all entertainment is done 
at clubs or hotels.” 
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Finally, several firms state that, as a matter of policy, 
entertainment by an executive in his home is regarded 
as a personal expense. The president of an industrial 
machinery company writes that ‘““entertainment in their 
homes is a personal matter for executives and no reim- 
bursement can properly be expected from the company.” 

“We would probably accept the expense charge for 
any unusual items of home entertaining,” reports the 
president of a machinery company, “but it has always 
been the practice of our executives to personally absorb 
all of the costs of entertainment in their own homes.” 


SET A GOOD EXAMPLE 


In general, most companies express little concern re- 
garding the control of executive expense accounts, 
believing that executives tend to exercise the same good 
judgment with respect to expenses that they normally 
are expected to apply in the performance of their 
executive duties. A few regard such trust as inherent to 
executive status. “The honor system,” writes a food 
company executive, “is the only workable basis for 
executives who, by their mature judgment, are worthy 
of top-level responsibility. If such men are not worthy 
of faith and mutual respect, then they should not be 
out on tour representing the company.” 

The president of a refrigerating machinery company 
states, in regard to his executives, that “it is expected. 
that if they are going to exercise judgment with regard 
to company decisions, this judgment should include the 
ability to determine the reasonableness of minor items 
such as room and meals on trips.” 

And the chairman of the board of an office equipment 
company, while admitting the possibility of abuse, 
nevertheless suggests that ‘“‘any decent company would 
allow its elected executives to charge their company for 
what they considered were company expenses, and their 
conscience would be their guide.” 

Some respondents feel that the executive’s exercise of 
good judgment in expense account matters depends 
largely on the example set by top management. The 
general manager of an iron and steel foundry notes that 
‘we have found the control of executive expenses a rela- 
tively easy job; we feel it is due to example set by our 
top management. This is always the best control 
method.” 

A rubber company vice-president states his firm’s 
philosophy that “restraint on the part of top executives 
will be reflected in more reasonable use of expense ac- 
counts by others.” 

The treasurer of a textile company adds that “man- 
agement should be quite conservative in its spending 
habits. There come times when it is vitally necessary to 
control expenses all along the line; this can be done 
effectively only if management itself has maintained a 
consistent policy and point of view.” 

G. CLark THOMPSON 
Norman E. PritommM 
Division of Business Practices 
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Total median income for all age categories in 1947-1949 dollars:1948 =$3,100; 1957 
=$4,136; includes families without employed workers 


Sources for both charts: Department of Commerce; The Conference Board 


The Rise in Family Incomes 
Median family income in 1947-1949 dollars 


Dollar % 
Increase Increase 
1948 1957 1948-1957 1948-1957 
Taborersscc.c coke eae $2,385 $3,430 $1,045 43.8% 
Service Workers........ 2,867 3,562 695 24.2 
Operatives. so cane. see 3,252 4,283 1,031 SL7 
Clerical Workers....... 3,623 4,578 955 26.4 
(Craftsmen ees aes 3,625 4,891 1,266 34.9 
Sales Workers.......... 3,705 4,859 1,154 31.1 
Salaried Professional and 
Technical Workers.... 3,995 5,799 1,804 45.2 
Salaried Managers, Of- 
ficials, and Proprietors 4,752 6,428 1,676 35.3 
Total Employed Civilians 3,281 4,485 1,204 36.7 


Bources: Department of Commerce; The Conference Board 


Facts on Family Income 


EDIAN FAMILY income! in the United States 
reached a historic high of $3,000 in 1947, the 
second full year of peace following the end of 

World War II. In 1953, the figure passed the $4,000 
mark. And in 1957, it was boosted to $5,000. ‘This trend 
is partly a reflection of the upward movement of prices. 
About three fifths of the increase, however, is an im- 
provement in purchasing power. The growth of family 
income has thus been fairly steady, reflecting the general 
rise in wage rates and the growing labor-force participa- 
tion of wives and other members of the family.” 


Increase by Major Occupational Group 


The greatest relative income gains were made by 


families headed by salaried professional and technical — 


workers. The real median family income of this group 
in 1957 was 29% above the median for all families; in 
1948 it was only 22% higher. At the opposite end of the 
income scale, families headed by laborers—the lowest 
paid major occupational group—also improved their 
relative position, earning 24% less than all families in 
1957 as compared with 27% in 1948. 

Families headed by service workers, the second lowest 
paid major occupational group, experienced the heaviest 
relative losses. Median family income for this group in 
1957 was 21% less than the average for all families as 
against 13% less in 1948. 


3 


The relative income level of families headed by opera- — 
tives, clerical workers, and “‘sales workers” also lost — 


ground over the period, while the relative position of 
craftsmen, salaried managers, officials, and proprietors 
showed little change. 


1 Money income before taxes 


* Real average family income (as distinguished from median in- — 
come) declined about 2% from 1957 to 1958. A percentage distribu- — 


tion of families by average income for 1947 and 1958 is shown im 
Tue Conrerence Boarp’s Road Map of Industry, No. 1220 
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More Families with Two or More Wage Earners 
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Families have been increasing in number and size, 
and a growing proportion of them have supplemented 
their incomes by sending more of their members—wives, 
grown children, or relatives—into the labor market. The 
median income of families with two earners in 1957 was 
more than $1,000 above the income of single-earner 
families. It was $2,100 higher in families with three or 
more earners. 


More Working Wives 


The most significant single factor in the increase in 
multiearner family income has been the rapid rise in the 
number of working wives. These women in 1957 num- 
bered nearly 12 million, and constituted about 18% of 
the civilian labor force as against 12% nine years earlier. 
The mass shift of wives from the home to the office (they 
are employed mainly in the service and clerical indus- 
tries) is one of the most striking labor-force develop- 
ments of recent years. It is a result of the high level of 
postwar marriages as well as of the uptrend in the 
number of middle-aged wives, an increasing proportion 
of whom are mothers of school-age children. 


Increase by Age Group 


Families headed by persons between forty-five and 
fifty-four years of age have earned consistently higher 
incomes during the postwar years than families headed 
by persons in other age brackets. The 35-to-44 year 
group, however, has been narrowing the gap. In 1948, 
the average income of families in which the chief bread- 
winner was in the years of peak earning power (forty- 
five to fifty-four) was $162 higher than that of those 
thirty-five to forty-four; by 1957, this difference was 
only $17. The trend toward higher educational attain- 
ments and a relatively rapid rise in starting salaries for 
younger workers are responsible for this development. 
For the same reasons, the 25-34 year-olds had the 
greatest percentage increase in income during this 
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“‘Real’’ Median Income of Families, by Sex 
of Family Head 
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Index numbers: 1948 = 100 


Labor Force Status of Wife, by Income of Husband in 
1957 


% 


50 


Under 1 2 3 4 5 6 7 10 and 
1 to2 to3 to4 to5 tod to7 to 10 over 
Income of husband, in thousands of dollars 
Per cent of each category in labor force 
Sources for both charts: Department of Commerce; The Conference Board 


period (40%), compared with 38% and 32% for the next 
two higher age groups, respectively, and 33% for all 
families. The median income of families headed by per- 
sons fourteen to twenty-four rose only 27% from 1948 to 
1957, while families headed by persons fifty-five to sixty- 
four and sixty-five and over experienced increases of 26% 
and 12%, respectively. 


Female Family Heads 


Families headed by females also made moderate gains 
in real median income—$290 (14%) between 1948 and 
1957 as compared with $1,107 (35%) for families headed 
by males. A substantial difference in the level of median 
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Family Income: 1900 —Today—1970 


‘At the turn of the century about half of our labor 
force was required to provide the necessities of life— 
food, clothing, and shelter. Today, only a fifth of our 
labor force is required to provide these necessities. 
Our median family income before taxes, in terms of 


today’s dollars, has increased nearly 60% since 1929, 
and we expect that in the next ten years the average 
family will gross an additional $1,500 a year—again 
in terms of today’s dollars.” Marion B. Folsom, 
former Secretary of Health, Education, and Welfare 
(quoted in Saturday Review, January 17, 1959). 


income of families headed by males and females existed 
in both 1948 and 1957. This difference partly reflects the 
fact that female family heads, because of divorce or 
death of the husband, usually assume the role of bread- 
winner unexpectedly and consequently are not prepared 


for the financial responsibility. Inflation has tended to 
widen the gap, since the incomes of families headed by 
women, who are, on the average, more dependent on 
pensions, social security, alimony, and other types of 
fixed incomes, have lost considerable purchasing power 
in the face of the postwar rise in prices. 

In addition to earnings (wages, salaries and income 
from self-employment), a growing proportion of families 
have been receiving extra income from rents, dividends, 
interest, pensions, and government transfer payments. 
Thirty-seven per cent of all families in 1957 reported 
income from “other sources” in addition to their reg- 
ular earnings as compared with an estimated 24% in 
1948. The level of income of families with extra sources 
has been running higher than that of families depen- 
dent solely on earnings. The incomes of both groups 
increased, however, by about the same amount over the 
postwar period. 
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Division of Business Analysis 


Business Bookshelf 


Internal Auditing—The text presents the objectives and pro- 
cedural techniques of internal auditing in business. Results 
of a survey of practices in 274 companies are included in the 
appendix. By Victor Z. Brink; revised and rewritten by James 
A. Cashin. The Ronald Press Company, New York, 1958, 478 
pages. $6.75. 


Integrated Auditing—A presentation of auditing techniques and 
procedures. The appendixes include a long-form report as 
well as a staff training program and practice material. By 
Sidney W. Peloubet and Herbert Heaton. The Ronald Press 
Company, New York, 1958, 272 pages. $7.00. 


Accounting Practices in the Petroleum Industry—An explanation 
of the accounting methods used in the petroleum industry. 
A glossary of terms and procedures of the petroleum indus- 
try is included in the appendixes. By Robert H. Irving, Jr. 
and Verden R. Draper. The Ronald Press Company, New 
York, 1958, 247 pages. $6.00. 


Atom Harvest—The author, science correspondent of the Lon- 
don Daily Telegraph, tells in layman’s language the story of 
the growth of Britain’s atomic energy project from small 
wartime beginnings into an industry today worth hundreds 
of millions of dollars and clearly destined to revolutionize 
the country’s future. In doing so, he reveals for the first 
time the way in which Anglo-American relations in the 
atomic bomb field came near to foundering and were for 
most practical purposes broken off soon after the cessation 
of hostilities. By Leonard Bertin. W. H. Freeman and Com- 
pany, San Francisco, 1957, 253 pages. $3.25. 


The Accumulation of Capital—A theoretical inquiry into the 
nature and causes of the growth of productive wealth. By 
Joan Robinson. Richard D. Irwin, Inc., Homewood, Illinois, 
1956, 440 pages. $7.20. 


The Design of Development—Development policy should have 
four basic objectives: (1) create the general conditions 
favorable to development; (2) acquaint the government 
itself, the business community and the public generally with 
the potentialities and advantages of development; (3) make 
a number of investments, usually of the “basic” type; and 


(4) take measures designed to facilitate and to stimulate 
private activity and investment. By Jan Tinbergen. The 
Economic Development Institute, International Bank for Re- 
construction and Development. The Johns Hopkins Press, 
Baltimore, 1958. $2.50. 


Fundamentals of Statistical Reasoning—A rapid survey of the 
probability bases of statistics, followed by condensed de- 
scriptions of statistical procedures. By M. H. Quenouille. 
Hafner Publishing Company, New York, 1958, 169 pages. 
$4.25. 


Business, Profits, Recession and the Space Age—A broad exami- 
nation of several aspects of the modern business economy: 
the money market, the stock market, taxes, and problems 
of economic stability in a period of major defense effort. 
Edited by Harold W. MacDowell. New York University Press, 
New York, 1958, 97 pages. $2.00. 


Population Theories and Their Economic Interpretation—A study 
of population theories and a refinement of the ““demand-for- 
labor” concept that relates population changes to the 
economic demand for workers. By Sydney H. Coontz. 
Humanities Press, Inc., New York, 1957, 200 pages. $5.00. 


Operating Results of Department and Specialty Stores in 1957— 
A summary of department store and specialty store per- 
formance in 1957 as viewed through the expense center 
method of accounting. A section is devoted to productivity 
by size of store. Special analyses of branch store operation, | 
geographic region comparisons, and lifo results are pre- 
sented. By Malcolm P. McNair. Harvard Business School, 
hae of Research, Soldiers Field, Boston, 1958, 91 pages. 

6.00 


Effects of Mergers, Six Studies—This book examines the his- 
tories of six industries to find the difference between what 
actually happened after mergers and what might have hap- 
pened in their absence. Published in Great Britain, this book 
focuses on the British cement, calico printing, soap, flat 
glass, motor car and brewing industries. By P. Lesley Cook, 
with Ruth Cohen. Cambridge Studies in Industry, George Alan 
& Unwin Lid., London, 1958, 458 pages. $9.50. 
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MERGERS AND MARKET SIZE—3. OTHER FACTORS 


Economic factors considered by the courts in merger cases relate 
to the market effects of mergers. These, in turn, depend on what 
markets are affected and what economic facts are taken into account 


a market and the higher the shares of the acquir- 

ing and acquired companies, the closer merger 
tests come to monopoly tests. Conversely, as the dimen- 
sions of markets affected by a merger lose in sharpness 
and as the market shares of the merging companies fall, 
additional facts concerning competitive consequences 
become increasingly relevant. 

The difference between the range of facts considered 
in the Farm Journal case, on the one hand, and the 
du Pont -(General Motors), American Crystal, Crown, 
Bethlehem, and Maryland and Virginia cases, on the 
other, emphasizes this distinction. While market share 
facts taken virtually alone underlie the Farm Journal 
decision, a far broader range of economic evidence 
underlies the decisions in the other cases. Even where 
market share tests appear to have been critical, the 
figures are not developed in an economic vacuum but 
take shape only after identification of the relevant 
market through determination of the third companies 
which are or may be affected. 

For this reason, most if not all merger decisions begin 
with a summary of facts concerning the size, operations 
and marketing methods of the acquiring and acquired 
companies and the kinds of other companies doing busi- 
ness in the principal markets affected. 

In such a setting, the motives of the acquiring com- 
pany do not neutralize anticompetitive effects. As the 
Supreme Court pointed out in the du Pont (General 
Motors) decision, a company may not intend substan- 
tially to lessen competition or to attain a monopoly. 
Indeed, high executives in both the acquiring and 
acquired companies may act honorably and fairly, 
“each in the honest conviction that his actions were in 
the best interest of his own company and without any 


Ts MORE CLEARLY defined the boundaries of 


This is the last of three articles on the subject of market 
relativity and the merger act. The first two articles, in- 
troducing the subject and dealing with market dimen- 
sions, appeared in the April and June issues. The present 
article deals with all factors other than those determining 
market dimensions 
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design to overreach anyone”! and the law may still be 
violated. 

While evidence of lack of intent to injure competition 
does not immunize a merger, affirmative evidence—as, 
for example, removal of a competitor who has engaged 
in price cutting—is relevant: 


“While the government is not required to establish the 
defendant’s motive or intent in entering into this transac- 
tion, nevertheless evidence of motives or intent is admissible 
as it may possibly cast an illuminating light on what actu- 
ally transpired.””? 


In summary, facts concerning shifts in opportunities 
for, and incentives to, competition by third companies 
tend to be taken into account along with facts concern- 
ing the shape of the market and the relative size of the 
merging companies. While concrete third-company facts 
will vary from case to case and from market to market, 
some of the principal factors that the commission and 
the courts have examined may be briefly outlined. 


Market Shares 


Virtually every merger decision is, among other 
things, concerned with the share of the relevant market 
accounted for by an acquiring and acquired company. 
The problem here concerns the definition and measure- 
ment of the “universe;” once this has been established, 
the market shares of the merging units follow directly. 

Market shares accounted for by the acquiring com- 
pany have varied upward from a low of 5% in the 
American Crystal case; market shares for the acquired 
unit have ranged upward from a low of 4.6% in the 
Bethlehem case. Where combined market shares are 
relevant, these have ranged upward from a low of 13.8% 
in the American Crystal case. 

It is, therefore, clear that market shares need not run 
to monopoly proportions before an acquisition may be 
found in violation of law. Even where the relevant 
market is relatively narrowly defined as, for example, in 
the Hamilton Watch and Maryland and Virginia cases, 
it is not necessary for combined market shares to rise 


as high as 15% to result in a finding of potential sub- 
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1U.S. v. du Pont (General Motors), op. cit., page 72,928 
2U.S. v. Maryland and Virginia, op. cif., page 74,723 
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stantial lessening of competition, provided other facts 
support such a finding. Indeed, the wide range of market 
shares in the cases analyzed here makes it clear that this 
factor has been of less importance than the complex of 
other market facts in each case. 


Rank Standing 


In all the decisions considered in this article, except 
du Pont, the rank of both the acquiring and acquired 
units in their markets enters into the court’s or the 
commission’s findings. And in the du Pont case, the 
standing of the company in which stock was acquired 
figures in the findings. 

In all decisions except American Crystal, the acquiring 
company is among the first four in the relevant market, 
and in that case the acquiring company ranks eleventh. 
The acquired units tend also to rank high in their mar- 
kets, ranging from first to eighth in their respective 
fields. 


Fewness 


The relative fewness of major companies operating 
in the relevant markets is noted as part of the evidence 
in most of the cases. Thus the small number of inte- 
grated steel companies receives emphasis in the Bethle- 
hem decision; and the small number of significant com- 
petitors plays a major role in the findings in the Crown, 
Maryland and Virginia, Hamilton Watch and Farm 
Journal decisions. The number of competitors does not 
recelve specific attention in the du Pont (General 
Motors) and American Crystal decisions. 

The high number of competitors enters into the 
Brown Shoe decision as part of the reason for the court’s 
conclusion that Brown’s acquisition of Kinney was not 
in violation of Clayton 7. 


History of Acquisitions 


Although not necessarily directly relevant, the history 
of acquisitions by the acquiring and acquired company 
is frequently taken into account in the decision. This is, 
for example, true of the Crown and Bethlehem cases. Ap- 
parently the courts and the commission believe that a 
long history of acquisitions gives some indication of in- 
tent to continue to acquire. 


Dominance by the Acquiring Company 


The possibility of dominance of a market by an ac- 
quiring unit, before or after an acquisition, has come 
under study in several cases. Although not clearly de- 
fined, ““dominance”’ appears in the cases as a blend of 
statistics on the relative size of the acquiring company 
(before and/or after acquisition) and other information, 
such as its tendency to be a price leader, or its tendency 
to set the price pattern for competitors, or its ability 
to influence opportunities for other companies to come 
into the market. 

Fortification of an acquiring company’s already domi- 
nating position is, for example, cited by the court as a 


consequence of the acquisition of the Embassy Dairy by 
the Maryland and Virginia Milk Producers Association. 
Maryland and Virginia was a cooperative representing 
almost 2,000 dairy farmers and accounting for approxi- 
mately 86% of the sales of fluid milk in the Washington 
metropolitan area; Embassy was the fourth largest 
dairy in the area and the largest dairy purchasing from 
independent farmers who were not members of the 
association. The court found, among other things: 


“Without doubt, the result was that the defendant 
[Maryland and Virginia] enhanced its dominating position 
in the market, even though it did not attain complete 
control.’”! 


Achieving a dominating position as a result of an 
acquisition is cited by the court as a consequence of the 
acquisition by Farm. Journal of Country Gentleman. 
There, an acquisition by the largest farm journal with 
nationwide farm circulation of the second largest such 
journal had, says the commission, made the acquiring 
journal “. . . the dominant farm magazine, circulation- 
wise, in many states. No other general interest farm 
Magazine is within hailing distance of it, in either 
resources or circulation. . . .”” 

The “dominance” factor was also a major considera- 
tion in the American Crystal decision. Cuban-American’s 
subsidiary, Colonial Sugars, would, said the court, ob- 
tain a dominant position in sugar sales in the River 
Territory as a result of Cuban-American’s acquisition of 
American Crystal stock. This conclusion rested in part 
on the market shares of Colonial and American Crystal 
and in part on the fact that the latter was an important 
beet sugar producer, and, as such, a price leader in the 
combined beet and cane sugar market in the River 
Territory. The court noted further that there had been 
virtually no entry into the sugar industry for many 
years owing to many causes, but primarily to the sugar 
quota system of the Department of Agriculture. 

Regardless of the fact that “dominance,” or some 
related concept, may be an important consideration 
where it is found, a lack of dominance does not neces- 
sarily immunize an acquisition. In the Bethlehem case, 
for example, there was never any question that United 
States Steel is the top-ranking company in the industry. 
But the fact that Bethlehem is second in size, and that, 
even with Youngstown’s facilities, it would still be 
second, was not sufficient to convince the court that the 
proposed merger would facilitate rather than lessen 
competition. 


Elimination of a Significant Independent Company 


Every acquisition changes the ownership of at least 
one company or part of a company. Such shifts are not 
prohibited, as such, but in several cases the court or the 
commission has found that a significant competitive 
unit has been eliminated and that this may substantially 


1U.S. v. Maryland and Virginia, op. cit., page 74,725 
2 In the matter of Farm Journal, op. cit., page 27 
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lessen competition or tend to monopoly by the acquiring 
company. The leading cases are Farm Journal, Crown, 
Maryland and Virginia and Bethlehem. 

In the Farm Journal case, the acquired property, 
Country Gentleman, was the second largest national 
general-interest farm magazine and the acquiring com- 
pany, Farm Journal, was the largest. The commission 
found among other things that “. . . the acquisition 
has eliminated from the circulation market a competitor 
with the second largest nationwide circulation—17.1% 
of all nonfarm magazine circulation—in favor of a 
magazine with the largest circulation. . . .’ 

And again in the Crown decision, the commission 
noted that Crown produced 51.5% and St. Helens 11.0% 
of the relevant products produced in the West in 1953 
and then found: 


“One immediate result of the acquisition was to remove 
from the Western supplier market an important, fully inte- 
grated competitor having its own timber reserves, pulp 
manufacture and converting facilities and fully developed 
sales outlet to the trade.’”? 


In the Maryland and Virginia case, the acquired com- 
pany, Embassy, was an important dairy serving the 
Washington metropolitan area. It purchased its milk 
from independent dairy farmers and not from the Mary- 
land and Virginia Milk Producers Association which 
acquired it. The association was the outlet for some 
2,000 member farmers while Embassy bought its milk 
from some 122 independent producers. Embassy fre- 
quently sold to government installations at cut prices 
and so provided competition for the association. This 
meant, said the court, that one result of the acquisition 
was: 


6e 


. . . the elimination of the largest single outlet in the 
Washington metropolitan area for milk produced by inde- 
pendent producers. Immediately after the Embassy acquisi- 
tion 91.7% of the milk purchased by the Federal Govern- 
ment originated directly or indirectly from the defendant 
[the association] as against 45% that it had indirectly sup- 
plied previously. The Embassy dairy was eliminated com- 
pletely as a factor from this competitive business.’ 


The same type of consideration appears in the Bethle- 
hem decision where the court noted that the proposed 
merger between Bethlehem and Youngstown would: 


“. . . eliminate the present substantial competition be- 


tween Bethlehem and Youngstown in substantial relevant 
markets. It would eliminate substantial potential competi- 
tion between them. It would eliminate a substantial inde- 
_ pendent alternative source of supply for all steel consumers. 
It would eliminate Youngstown as a vital source of supply 
for independent fabricators who are in competition with 
Bethlehem in the sale of certain fabricated steel products. 


1Tn the matter of Farm Journal, op. cit., page 27 
2JTn the matter of Crown Zellerbach, op. cit., page 6 
3U.S. v. Maryland and Virginia, op. cit., page '74,725 
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It would eliminate Youngstown as a substantial buyer of 
certain fabricated products.’ 


Changes in the Character of Price Competition 


Price competition is the form of competition most 
frequently scrutinized by the courts and the commission 
in merger cases. To date, attention has focused on cases 
of (a) elimination of a price cutter or a blunting of price 
competition, (b) enhancement of the market position of 
a price leader, (c) potential increases in the tendency of 
other companies to follow a price leader, and (d) general 
lessening of competitive probing for increased sales 
through decreased prices. 

In the Maryland and Virginia case, for example, the 
court was concerned with the fact that the Embassy 
Dairy which had represented an active cut-price source 
of milk had been eliminated from the market. In estab- 
lishing the facts on this point, the court noted a memo- 
randum from the association’s files listing reasons why 
the association wished to acquire Embassy: 


“The elimination of this ‘bootleg’ milk will allow our own 
milk to replace it, to the great increase of the blend price.’ 


In the Crown case, the commission found that western 
producers followed Crown’s leadership in pricing and 
that Crown, in turn, by following the prices of eastern 
producers made certain that they could not compete 
satisfactorily in the western market because of the 
necessity of absorbing freight.’ 

And again, in the American Crystal case, the court 
concluded that the competition of American Crystal and 
Colonial had been prime forces in the price-conscious 
industrial sugar market and that coordination of the 
sales activities of the two companies would reduce incen- 
tives to price competition by American Crystal and 
Colonial as well as by their competitors.‘ 

Finally, it may be noted that failure of industry prices 
to rise as a result of an acquisition will not necessarily 
validate it, since, in the words of the court in the Mary- 
land and Virginia decision: 


“Prices are affected and influenced by numerous impond- 
erable factors. . . . The subject of price fluctuations is a 
topic concerning which the Court cannot speculate.’’® 


Foreclosing or Narrowing Substantial Sources or Outlets 


A high proportion of the decided cases deal with situa- 
tions in which it may be more difficult for suppliers to 
find independent outlets or for buyers to obtain inde- 
pendent sources of supply without relying on a com 
petitor. 


1U.S. v. Bethlehem, op. cit., page 74,681 

2U.S. v. Maryland and Virginia, op. cit., page 74,724 

3 In the matter of Crown Zellerbach, initial decision, op. cit., page 32 
4 American Crystal Sugar v. Cuban-American Sugar, op, cit., page 


"73,014 


5 U.S. v. Maryland and Virginia, op. cit., page 74,726 
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Every acquisition is likely to make a difference to 
companies formerly doing business with the acquiring or 
the acquired unit and, where the relation between the 
merging units is a vertical one (supplier-buyer), it may 
well be that companies with which one of the merging 
units did business may be cut off. This in itself does not 
invalidate a merger but, if a narrowing of sources or 
outlets may substantially lessen competition or tend to 
monopoly, the law applies. 

This principle is implicit in the Supreme Court’s 
du Pont (General Motors) decision—but in an affirma- 
tive form only, so that the precise thrust of the law is 
left open for future decisions.1 The same principle is 
worked out more explicitly in the Crown, Maryland and 
Virginia, and Bethlehem decisions. 

In the Crown case, the commission found that Crown’s 
acquisition of St. Helens, a company which had sup- 
plied independent western paper jobbers and converters 
who were also competitors of Crown, foreshadowed 
potential injury to such jobbers and converters: 


“Crown’s position had been additionally enhanced as a 
result of the acquisition because through its jobber division, 
Zellerbach Paper Company, it is now competing with many 
more jobbers for which it has become a major supplier. 
The record demonstrates that jobbers must have a de- 
pendable source of supply of a wide range of papers in the 
relevant line to be competitive. Very few producers in the 
West supplied a substantially broad line of such papers, and 
suppliers outside the West were generally unreliable sources, 
particularly in times of paper shortages. Clearly, with the 
elimination of St. Helens, western jobbers generally have 
been severely restricted as to sources from which the rele- 
vant papers may be purchased. It likewise appears that 
many converters which formerly could look to St. Helens 
for purchases of the relevant papers must now depend upon 
Crown as a primary source of supply, a company which is a 
major competitor since Crown converts a substantial share 
of its production.’”? 


Similarly, in the Maryland and Virginia case, the 
Maryland and Virginia Milk Producers Association’s 
acquisition of Embassy Dairy was found to have nar- 
rowed outlets for independent dairy farmers who were 
not members of the association and simultaneously to 
have narrowed sources of supply for purchasers who 
wished to buy from dairies which bought from inde- 
pendent producers.’ 

In the Bethlehem case, the court found that Youngs- 
town normally bought some products of the type manu- 
factured by Bethlehem and normally sold some products 
of the type used by Bethlehem in further fabrication. To 
the extent that Bethlehem supplies Youngstown or uses 
Youngstown’s products, Youngstown need no longer 
buy or sell such products on the market.‘ 


1U.S. v. du Pont (General Motors), op. cit., page 72,928 
2 In the matter of Crown Zellerbach, op. cit., page 6 

3 U.S. v. Maryland and Virginia, op. cit., page 74,625 
4U.S. v. Bethlehem, op. cit., page 74,681 


Thus the vertical effects of an acquisition may touck 
both former suppliers and former outlets of the acquiring 
or acquired unit (as in the Maryland and Virginia anc 
Bethlehem cases); or vertical effects may proceed mainly 
in one direction, affecting primarily customers or poten: 
tial customers (as in the Crown case); or suppliers 01 
potential suppliers [as in the du Pont (General Motors) 
case]. 

All of these cases taken together, however, make it 
clear that the vertical effects of an acquisition may come 
under judicial scrutiny long before a market is fore- 
closed. In the du Pont (General Motors) decision, fo1 
example, the court found that it was not necessary fo1 
General Motors to purchase all of its requirements fo1 
automotive finishes or fabrics from du Pont in order fo1 
Clayton 7 to come into play; nor was it necessary that 
du Pont’s competitors be completely shut out from 
sales to General Motors; the same considerations holc 
in the Crown, Maryland and Virginia, and Bethlehem 
decisions. 


Opportunity for Competition by Smaller Members 


In the Bethlehem decision, the court pointed out tha‘ 
the elimination of a strong company and the correlative 
growth of the second largest company in the iron anc 
steel industry reduced the possibility of break-away 
from the alleged price leadership of United States Steel. 


Increases in Concentration in an Industry as a Whole 


The probability of concentration of a larger share o: 
output or sales than formerly in the hands of the large: 
companies in an industry is envisioned as a threat tc 
competition in the American Crystal, Maryland ane 
Virginia, and Bethlehem decisions. 

In a footnote to its decision in the American Crysta 
case, the court notes, for example, that a tendency 
toward increasing concentration in the sugar industry 
was a factor in its ruling.? 

In the Maryland and Virginia case, the court expli 
citly notes that the acquisition of the Embassy Dairy by 
the Maryland and Virginia Milk Producers Associatior 
tended to create a monopoly (although monopoly wa: 
not achieved because of the existence of several com 
paratively small independent dealers).* 

In the Bethlehem decision, the language is ever 
clearer. A major section of the decision deals with the 
prospective increase in concentration that the cour 
finds would result from the acquisition of Youngstowr 
by Bethlehem. With Bethlehem accounting for 16.39 
and Youngstown for 4.6% of United States ingo’ 
capacity, the increase in concentration would amount t 


approximately five percentage points. The court fel 


that such an increase, taken against a pattern of follow: 


1US. v. Bethlehem, op. cit., page '74,672 


2 American Crystal Sugar v. Cuban-American Sugar, op. cit., pag 
74,509 


3U.S. v. Maryland and Virginia, op. cit., page 74,725 
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the-leader pricing in an “oligopoly framework,” was 
likely to be associated with a substantial lessening of 
competition: 
“Against this pattern of price behavior in an oligopoly 
framework. it is apparent that an additional increase in 


concentration amounting to 5% would be a further detri- 
ment to competition. 


“Increasing the concentration in United States Steel and 
Bethlehem would make even more remote than at present 
the possibility of any real competition from the smaller 
members of the industry who follow the leadership of 
United States Steel.” [Emphasis supplied] 


The court noted that the acquisition of Youngstown 
by Bethlehem “would increase the gap between the 
three largest companies and smaller members of the 
industry.’? It found, therefore, that the prospective 
merger offered an incipient threat of a chain reaction of 
further mergers by other—and smaller—companies in 
the steel industry and pointed out that the remaining 
large producers could, with logic, urge that they be per- 
mitted to join forces to give more competition to the 
“Big Two.’ 


Cpportunity for Entry 


If new companies have strong incentives and oppor- 
tunities to enter a market, the loss of any one competi- 
tive unit can be expected to be made up promptly. 
Where, however, opportunities are feeble or lacking, the 
loss of any one unit may be irremediable. Regardless, 
therefore, of whether an acquisition itself changes op- 
portunities for entry, both the commission and the 
courts have in more than one instance examined facts on 
past entry and factors determining opportunities for 
future entry in gauging the Clayton 7 consequences of 
an acquisition. 

In the American Crystal decision, for example, Cuban- 
American’s purchase of stock in American Crystal was 
found to spell potential substantial lessening of com- 
petition on the ground, among others, that it was not 
likely that new companies would come into the 
industry.‘ 

Even though Cuban-American showed that eight 
refiners entered the cane sugar industry after 1927 and 
were still surviving, the court rejected this evidence, 
noting that seven of the eight are alleged to have been 
built prior to 1939. The court also pointed out that it 
was not clear whether the new refineries were built by 
antrants into the industry or by companies already 
functioning in the field, or whether the new refineries 
represented additional facilities or were merely replace- 
ments for obsolete plants.5 

Similarly, in the Crown case the commission consid- 
ared the possibility of new independent companies to 
replace the competition displaced by Crown’s acquisi- 
tion of St. Helens and found the likelihood of entry 
acking: 
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“There is little to suggest in this record that the competi- 
tion represented by St. Helens will be effectively replaced in 
the foreseeable future by other paper mills. Respondent has 
listed a number of companies which it regards as new 
entrants to the market since 1949. Some of the companies 
referred to as new entrants do not as yet have mills produc- 
ing in the West and others either do not produce the papers 
in the line here relevant or they produce generally in 
selected categories of papers. 


“There is no indication that any new firm will produce a 
relatively broad line of the coarse paper so as to become a 
substantial supplier for jobbers and converters, nor is there 
any indication that any new supplier will offer the form of 
competition such as evidenced by the extra services which 
it had been customary for the St. Helens mill to provide. 
Under the circumstances, it does not appear that new 
entrants will measurably offset the lessening of competition 
apparent in this record.’’® 


The court concluded similarly in the Bethlehem case: 


“The prospect of a new entrant to replace an absorbed 
Youngstown, either in terms of capital investment or ex- 
perience, is, in the light of the history of this industry, 
practically nil. Since 1935 only two new integrated steel 
companies have been established in the iron and steel 
industry, Kaiser Steel Corporation and Lone Star Steel 
Company. Both companies entered the iron and steel indus- 
try with substantial government assistance and together 
account for only 1.6% of total industry ingot capacity. 


“The new entrants have made no real dent as far as the 
larger integrated companies are concerned. . . . Over the 
22-year period (1935-1957), no new entrant has become one 
of the twelve largest integrated steel companies. . . . The 
evidence establishes that the industry is and will be frozen 
in the foreseeable future into the present number of inte- 
grated steel producers.’” 


In summary, increases in the opportunity for the 
acquiring company to exercise competitive pressure, 
decreases in incentives for other companies to compete 
independently, and changes in the structure or behavior 


1US. v. Bethlehem, op. cit., page 74,672 

2 The court found that the first six companies in the iron and steel 
industry accounted for the following percentages of industry ingot 
capacity, as of January 1, 1958: 


DSS teed bs tatedive ats ire hie aiahayaia tele (e.caiorsisueie gras berated eisieie Ns 28.6% 
Pethlehem Steelinc dt tesa cea ceca cere viclernie a abvele Ble slels 16.3 
Republic, Steellhsie- svat var asae sates sien « vet cteleid ais ciayeys 8.7 
PORES GL aUsnee SLEEL tis, skid mos merle cn wtie vince chess eases 5.3 
National Steel ducsiit:..03.si.b aut anthgonis turds chives alas 4.8 
Wounpstown Sheet & Tube. cdic ces cccnacccu se ceiac esse vie 4.6 


US. v. Bethlehem, op. cit., page 74,673 


U.S. v. Bethlehem, op. cit., page 74,683 


4 American Crystal Sugar v. Cuban-American Sugar, op. cit., page 
73,015 
5 American Crystal Sugar v. Cuban-American Sugar, op. cit., page 


74,508 


6 In the matter of Crown Zellerbach, op. cit , pages 6-7 
TUS. v. Bethlehem, op. cit., page 74,674 
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of a market in terms of increases in concentration or 
decreases in opportunity for entry have come under 
scrutiny when the commission or the courts have 
studied the economic consequences of a merger. 


GENERAL CONCLUSIONS 


Since the merger act is concerned only with acquisi- 
tions which may substantially lessen competition or 
tend to monopoly, no acquisition in and of itself vio- 
lates the law; nor are the sizes of the merging companies 
or their market shares in themselves determining. Tests 
developed by the commission and the courts have 
tended to be complex rather than simple. Rarely has a 
decision been based on a single test. Even where tests 
have apparently been simple and quantitative, judg- 
ment as to competitive consequences has required deli- 
cate balancing of alternative definitions of markets and 
factors bearing on shifts in competitive pressures and 
incentives: 


“The meaning and relative importance of competitive 
activities varies from industry to industry and from market 
to market. Since competition cannot be directly measured, 
no single standard is applicable to the whole range of Amer- 
ican industries and markets.’ 


Patterns of Interpretation 


Study of existing decisions therefore does not—and 
cannot—yield definitive answers as to whether a merger 
will come under investigation, or if challenged, will be 
held to violate the law. Sufficient cases have, however, 
accumulated to indicate the pattern of interpretation. 

Since the act focuses only on acquisitions that may 
substantially lessen competition or tend to monopoly, 
it has been necessary for the commission and the courts 
to focus on estimates of the economic consequence of 
acquisitions. Indeed, the cases teach that what the 
acquiring company expects from an acquisition and how 
it expects to attain its goals represent more relevant 
facts than descriptive data concerning either company, 
taken in an economic vacuum. In virtually every 
merger case, for example, a strong argument can be 
made that competition will be strengthened. This does 
not, however, mean that competition may not at the 
same time be lessened, since competition is not mono- 
lithic, but is a complex and constantly changing phe- 
nomenon.” The commission and the courts have, in 
general, taken cognizance of two different ways in which 
competition may be lessened—although both may re- 
sult from the same acquisition: 


e An acquiring company may become so strong that 
its activity is likely to have an overwhelming influ- 
ence on the competitive behavior of other companies 


1 Federal Trade Commission Merger Report, op. cit., page 171 


2See Federal Trade Commission report on corporate mergers, 
page 171 


and eventually on the structure of the industry. This 
may occur, for example, when an already dominant 
company strengthens its market position. 


e The removal of an active independent competitor — 
for example, a highly inventive company, a price 
cutter, or an important representative of a small class 
of companies—may weaken the will of other com- 
panies to compete actively and independently. 


Tn either case, even if the acquiring company had no 
intention of lessening competition, a merger may be 
found invalid if suppliers, competitors, or customers (in 
substantial numbers or doing a substantial volume of 
business) are likely to find competitive activity less 
feasible or less attractive as a result of an acquisition. 


No Statistical Certainties 


The market shares or relative sizes of the merging 
companies, therefore, far from representing statistical 
certainties from which the competitive effects of a 
merger can be judged, are variables whose stability and 
significance vary from case to case, depending on the 
nature of the merging companies, their products, thei 
geographic operations, and more importantly the com- 
petitive scatter and behavior of the companies on which 
their operations impinge. Economic facts bearing on 
actual or prospective changes in competitive incentives 
and opportunities of such companies must, therefore, 
carry the burden of proof that a merger will—or will 
not—violate the law. 

Berry Bock 
Division of Economic Studies 
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Announcements of 
Mergers and Acquisitions 
March 11, 1959—April 10, 1959? 


Acquirer 
Description and Assets in Millions 


Adams & Keyes, Ine. (n.a.) 
(Formed by merger of) 


Alexandra de Markoff Sales Corp. 
(Sub. of Charles of the Ritz, Inc.) 
(over $1.0)* 

Cosmetics mfr. 

Aluminum Co. of America ($1,337.3) 
Primary aluminum and aluminum 
products mfr. 

American Broadcasting - Paramount 

Theatres, Inc. ($155.9) 2 
Theatre chain and radio and televi- 
sion stations operator 


Arkla Air Conditioning Corp. 
(Sub. of Arkansas Louisiana Gas Co.) 
($181.4) 
Integrated natural gas producer and 
as fired air conditioning equipment 
mfr. 

Associated Dry Goods Corp. ($130.6) 
Department store chain operator 

Atlantic Bernstein Associates (n.a.) 
(Formed by merger of) 


Atlantic Brewing Co. (n.a.) 
Beer mfr. 
Audicom, Inc. (n.a.) 
Magazine publisher 
Automatic Canteen Co. of America 
($41.1) 
Coin operated vending machines mfr., 
operator and leaser 
Beatrice Foods Co. ($102.1) 
Dairy and food products mfr, 


Belding Heminway Co. ($14.9) 
Threads, dress fabrics and sewing 
kits mfr. 

Bemis Bro. Bag Co. ($68.4) 

Cloth, plastic and paper sacks, bags 
and bagging mfr. 

Bird & Son, Inc. ($42.2) 

Asphalt shingles, floor coverings, pa- 
per products and railroad tie pads, 
etc., mfr. 

Boise Cascade Corp. ($58.0) 

Lumber producer; lumber products, 
pos concrete, concrete pipe and 

lock products and pulp an paper 
products mfr. 


Borden Co. ($348.8) 
eat food and chemical products 
r. 


Bristol-Myers Co. ($70.9) 
Proprietary and ethical drugs mfr, 
Buckeye Corp. ($4.0) 
Poultry and tobacco farming equip- 
ment mfr. 


Camdale Corp. (n.a.) 


Carnation Co. ($146.6 

_ Dairy and food products mfr, 

Cerro de Pasco Corp. ($199.9) 
Nonferrous metals mining, smelting 
‘and re Z; copper wire and cable 
products and aluminum sheet and 
strip mfr. 

Dan Cohen Co. ($1.6 
Retail shoe store chain operator 

Colorado Oil & Gas Corp. ($67.9) 

_ (Controlled by Colorado Interstate 

as Co.) 
Oil and gas producer 

ee Oneter Corp. ($9.2) 

Calculating and diction-transcription 
machines mfr. 
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Acquired Unit 
Description and Assets in Millions 


Burke Dowling Adams, Ine. (n.a.) 
Advertising agency 

St. Georges & Keyes, Inc. (n.a.) 
Advertising agency 

Anatole Robbins, Inc. 
(Cosmetics line of) (n.a.) 


Rome Cable Corp. ($22.8) 
Sopest and aluminum wire and cable 
mnfr. 


Don Lee Broadcasting System (n.a.) 
(Owned by RKO Teleradio Pictures, 
Ine a sub. of General Tire & Rubber 

fo) 


Radio network operator 


General Gas Light Co. : 
(Humphrey gas heating equipment 
mfg. line of) (n.a.) 


Erie Dry Goods Co. (n.a.) : 
Department store operator (Erie, Pa.) 

Atlantic Advertising Co. (n.a.) 
Advertising agency 

Ted Bernstein Associates (n.a.) 
Advertising agency 

Ambrosia Brewing Co. (n.a.) 
Beer mfr, 

“Hi-Fi Music at Home’’ (n.a.) 
Magazine 


AMI, Ine. ($5.0) : 
Coin operated automatic phono- 
graphs mfr. 


Shedd-Bartush Foods, Inc. ($9.1) 
Margarines, salad dressings, peanut 
butter and other food products mfr, 


Dannon Milk Products, Ine, (n.a.) 
Yogurt mfr. 


W. C. Thairlwall & Co. (over $.3)* 
Silk, nylon and rayon threads and 
yarns mfr. 


Rose Ribbon & Carbon Mfg. Co. (n.a.) 
Duplicating carbons and ribbons mfr, 


George W. Dinsmoor Co. (over $.1)* 
Paper tubes mfr. 


Coleman Builders Supply Co. (n.a.) 


Inland Sands & Gravel Co. (n.a.) 
Gravel mine operator 


Dinsmore Dairy Co. (n.a.) 
Dairy products producer, processor 


Clairol, Inc. (n.a.) 
Hair-coloring products mfr, 


Transfilm, Ine. (n.a.) 
Television film and commercials pro- 
ducer 


Commercial Fibreglas Products, Ince, 


n.d. 

(Controlling interest in) A 
Reinforced plastic boats, truck and 
trailer bodies mfr. é 


I.X.L. Creamery (n.a.) 


Consolidated Coppermines Corp. ($37.2) 
Wire and cable products mfr. 


Acorn Shoe Co. (n.a.) 


Alaska Petroleum Corp. (n.a.) 
(Control of) 


Burke Golf Equipment Corp. (over $.5)* 
Golf clubs mfr. 
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eo) Acquirer 
Description and Assets in Millions 


Continental Oil Co. ($619.7) 
Integrated oil producer 


Crossett Co. ($58.3) 
Kraft paper, bleached food board, 
lumber products and chemicals mfr, 
Cutter Laboratories ($13.5) 
Biologicals, hospital products and 
pharmaceutical specialties mfr. 


Daitch Crystal Dairies, Inc. ($12.9) 
Supermarket chain operator (New 
York) 

Dayton Rubber Co. ($58.6) 
Mechanical rubber goods, tires, foam 
rubber, chemical and plastics prod- 
ucts and aircraft equipment mfr, 


eee 


Detroit Harvester Co. ($22.6) 
Automotive parts, harvesting imple- 
ments and lawn mowers, etc., mfr. 

Di Giorgio Fruit Corp. ($31.7) 

Citrus and deciduous fruits producer 
and marketer, wines and juices proc- 
essor and distributor 


Draper Canning Co. (n.a.) 
E. F. Drew & Co. (over $1.0)* 
Edible oils mfr. 


Dumas Milner Corp. (over $1.0)* 
Household cleaning and laundering 
products mfr, 


Eastern Lime Corp. ($2.3) 
Limestone, crushed stone and black 
top road paving material producer 


Electric Storage Battery Co. ($89.9) 
Electric storage, flashlight and dry 
cell batteries and industrial safety 
equipment, etc., mfr. 

Electrical Products Corp. ($8.2) 
Fluorescent tubing, lighting appara- 
an and electrical advertising displays 

aS 


Electronic Communications, Inc.($13.0) 
Electronic communication, detection 
and navigation equipment mfr, 


Electronic Specialty Co. ($2.1) 
seats and missile electronic devices 
re 


Ero Mfg. Co. ($5.2) 
Automobile seat covers, metal furni- 
rie health and sports equipment 
ne 


Eureka Specialty Printing Co. (over 
$1.0)* 


Trading stamps, coupons and gummed 
paper printing 
Food Machinery & Chemical Corp. 
($282.4) 
Agricultural and industrial chemicals 
and equipment mfr. 


eae 


Frigikar Corp. ($2.3) 
Automobile, truck and bus air condi- 
tioners and stainless steel products 
mfr. 

Gamble-Skogmo, Inc. ($79.0) 
Retail store chain operator and auto 
supplier, sporting goods and elec- 
trical appliances wholesaler 


Garlock Packing Co. ($23.2) 
Industrial packings, gaskets, oil seals 
and rubber and plastic industrial 
products mfr, 


General American Transportation Corp. 
($363.8) 

Freight cars and heavy welded steel 

equipment mfr.; specialized railway 
car leasor 


Acquired Unit 
Description and Assets in Millions 


Western Oil & Fuel Co. (n.a.) 
Gasoline marketer 
International Refineries, Inc, ($11.8) 
Crude oil refinery operator 
Triangle Paper Bag Mfg. Co. (over 
$1.0)* 


Paper bags mfr. 

Olympic Plastics Co. (n.a.) 
Aircraft and missile plastic molded 
components mfr, 

Olympic Containers, Inc. (n.a.) 

Dairy Maid (n.a.) 
Food markets (Passaic, Bayonne and 
Hackensack, N, J.) 


Hardman Tool & Engineering Co.(n.a.) 
Aircraft seats mfr, 


Aircraft Standards, Inc. (n.a.) 
Aircraft equipment mfr. 

Weaver Mfg. Co. (over $1.0)* 
Automotive servicing equipment mfr. 


Philadelphia Terminals Auction Co, 


n.d. 
(Increased ownership from 21.8% to 
68.8% of) 

Fruit auctioneer 

Bateman Canning Co. (n.a.) 

Malaga Oil Products Co, (n.a.) 
Oil products mfr. 

Strathmore Oil & Fat Co. (n.a.) 
Oil products mfr. 


Taylor Laboratories, Inc. (n.a.) 
Ethical drug products mfr. 


Harlem Black Top, Inc. (n.a.) 
Road paving material mfr. 


American Machine & Foundry Co. 
ea laboratory [Raleigh, N. C.] 
of) (n.a. 


Arrow Mfg. Co. (n.a.) 
Signs mfr, 


Gilmore Sign Co. (n.a.) 
Signs mfr, 

Standard Products, Inc. (n.a.) 
Aviation industry supplier 


Electrical Engineering & Mfg. Corp. 
(over $1.0)* 
oe, drives, gears, controls, etc., 
mfr. 


Star Seat Cover Co. (n.a.) 


Mark Andy, Inc. (n.a.) 
pgs sensitive labels and tapes 
Ir. 


Sunland Industries, Inc. (over $1.0)* 
ee niet chemicals and seeds pro- 
ucer 


J. 8. Coffin, Jr., Co. (n.a.) 
Centrifugal pumps, strainers, valves 
and reducers mfr. 
Allstadt Mfg. Co. 
(Air-Con Div. of) (n.a.) 
Machines for servicing and installing 
automotive air conditioning mfr. 
Western Tire Auto Stores, Ine, ($7.0)3 
Store chain operator 


sigan (N. Y.) Wire Spring Co. 
n.d. 
Wire springs mfr, 


Traylor Engineering & Mfg. Co. (over 
$1.0)* 


Metallurgical, crushing, cement and 
chemical machinery mfr. 


1See The Conference Board Business Record, November, 1957, for sources and 


methods used 


* Estimated minimum capital from ‘Thomas’ Register of American Manu- 


facturers, 1959” 


2 Annual sales, Moody’s Industrials, March 24, 1959 
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Announcements of Mergers and Acquisitions (Continued) 


Acquirer — i 
Description and Assets in Millions 


General Gas Corp. ($21.9) 
Liquefied petroleum gas and house- 
hold appliances distributor; gas tanks 
and cylinders and oil field equipment, 
etc., mfr. 

General eoepnote & Electronics Corp. 

($1,565.8) 

Telephone system operator; telephone 
equipment, lighting “products, tele- 
vision and radio receivers and tubes, 
etc., mfr, 

Gerli & Co. (n.a.) 
Silk importer 

Goodwin-Dennenbaum, Ine. (n.a.) 
Advertising agency 

Grayson-Robinson Btores Inc. ($17.6) 
Women’s and children’s specialty 
store chain operator 


Gulf & Western Corp. ($5.0) 
Automotive and lawn mower parts 
oe auto and truck bumpers 

ee 

Gum Products, Inc. ($1.4) 

Chewing gum and other confections 
mnfr. 


Hampden-Harvard Breweries, Inc.(n.a.) 
Beer mfr, 

Hart Schaffner & Marx ($48.9) 
Men’s clothing mfr. and men’s fur- 
nishing store chain operator 

Harvey Hubbell, Inc. ($11.9) 
Electrical wiring devices Lay rolled 
thread machine screws 

Houdaille Industries, Inc. ($61.5) 
Automotive and aircraft parts, con- 
struction materials and industrial 
equipment mfr. 

Hoving Corp. ($22.1) 
(Controlled by Genesco, Inc.) 
Specialty store chain operator 

Itek Corp. ($4.4) 
Information technology systems de- 
veloper and producer 


Jamos Corp. (n.a.) 


Jessop Steel Co. ($14.3) 
Specialty steels mfr. 

Joslyn Mfg. & Supply Co. ($48.1) 
Electrical, telephone and telegraph 
transmission line equipment mfr, 


Kingsbury Breweries Co. ($2.2) 
Beer and cereal beverage mfr, 

Knight Publishing Co. (n.a.) 
Newspaper publisher 


Ling Electronics, Inc. ($10.1) 
pilostponic vibration testing systems 
rr: 


Lockheed Aircraft Corp. ($508.5) 
Aircraft, aircraft parts and electronic 
devices mfr. 


Lukens Steel Co. ($78.7) 
Steel plates and metal stampings mfr. 
R. C. Mahon Co. ($26.9) 
Industrial structural steel and sheet 
metal products mfr, 


Mayfair Markets ($30.0) 
(Controlled by Arden Farms Co.) 
Supermarket chain operator 

Maytag Co. ($59.3) 
Electric washing machines and auto- 
matic clothes dryers mfr, 


F. H. McGraw & Co. ($6.4) ; 
Construction contractors and engi- 
neers 


eee 


Acquired Unit ( 
Description and Assets in Millions 


Texas Petro Gas Co. (n.a.) 
(Controlling interest in) 
Producer and marketer of natural gas 
liquids 


bay renter: Telephone Co. 
n.a. 
Telephone system operator 


Vaucanson Silk Mills, Inc. (over $.1)* 
Silk mfr. 


Abbott & Earl, Inc. (n.a.) 
Advertising agency 

Liberty Camera Supply (n.a.) 
Cameras and photographic supplies 
retail store (Pittsburgh, Pa.) 

Willoughby Camera Stores, Inc. (n.a.) 
Cameras and photographic supplies 
retail store (New York, N. Y.) 

J. A. Walsh & Co. (n.a.) 
Electrical appliances and television 
sets distributor 


Lb, Wide Gum Co. Ltd. (Canada) 
n.d. 


Dobler Brewing Co. (over $1.0)* 
Beer mfr. 
Heyward Mahon Co. (n.a.) 
Men's wear retailer (Greenville, S. C.) 


Plastic Molding Co. (n.a.) 
Wiring devices material mfr, 


Broward Asphalt Corp. (n.a.) 
Paving materials mfr, 


Gunther-Jaeckel, Inc. ($1. 9) 
Fur processor ‘and women’s specialty 
store operator (New York, N. Y.) 


Photostat Corp. (over $1.0)* 
Photocopy machines and accessories 
and microfilm equipment mfr. 

O. A. Sutton Corp. 

(Automotive Air Conditioning Div. 
of) (over $1.0)! 

Steel Warehousing Corp. (n.a.) 
Warehouse operator 

Porcelain Insulator Corp. (over $.5)* 
(Majority stock in) 

Wet process porcelain products used 
in transmission and distribution of 
electrical energy mfr 

Sioux City (Iowa) Brewing Co. (n.a.) 
Beer mfr. 

“The Charlotte, N. C., News” (n.a.) 
(Published by The Charlotte News 
Publishing Co.) 
Afternoon newspaper (Charlotte, 
North Carolina) 

Altec Cos., Inc. ($3.7) 

Loudspeakers, microphones, ampli- 
fiers, etc., mfr,; motion picture sound 
equipment service 

Puget Sound Bridge & Dredging Co. 

(over $1.0)* 
(Controlling interest in) 
Shipbuilding, ship repair and general 
construction 

Clayton Skiffs, Inc. (n.a.) 

Small boats mfr. 
Walter G. Mitchell Industries (n.a,) 


Mitchell Steel, Inc. (n.a.) 

Mitchell Properties, Inc. (n.a.) 

Ferguson’s Super Markets ($8.0)2 
Four-store supermarket chain (San 
Diego, Calif.) 

American Missile Products Co., Inc, 


(na 
(Controlling interest in) 
Electronic products mfr. 
Engineering Supervision Co. (n.a.) 
Scientific engineers 


Great Lakes Supply Corp. (n.a.) 
(Controlling interest in) 
Mill suppliers, hardware and con- 
tractors’ items marketer 


Acquirer 
Description and Assets in Millions 


McGraw-Hill Publishing Co. ($59.7) 
Magazines and books publisher 

McKesson & Robbins, Inc. ($196.0) 
Drugs, liquors and wines wholesaler; 
drug products mfr. 

Mead Containers, I 
(Sub. of Mead Comp? ($215.4) 
Wood pulp, white papers and paper- 
board mf 

Midland. Ross Corp. ($47.1) 
Automotive components, atmosphere 
control systems and mechanical equip- 
ment mfr. 

John Morrell & Co. ($59.6) 
Meat packer 

C. H. Musselman Co. (over $1.0)* 
Canners 

National Co. ($5.1) 
Radio receiving and transmitting ap- 
paratus and electronic products mir. 


National Gypsum Co. ($191.9) 
Building materials mfr. . 


Nopco Chemical Co. ($16.1) 
Industrial chemicals, vitamins and 
plastics mfr. 


Ogden Corp. ($130.3) 
Plumbing and heating supplies, ex- 
cavating equipment and industrial 
filters mfr.; scrap steel and iron 
business 


Old Judge Coffee Co. 
(Sub. of R. C. Williams & Co.) ($8.8) 
(Controlled by Shaffer Stores Co.) 
ah products importer, exporter and 


sie aan & Aggregates, Inc. 
Crushed rock, sand and gravel pro- 
ducer and distributor; cement and 


concrete mfr. 
M. F. Patterson Dental Supply Co. of 
Delaware ($10.6) 
Dental supplies and equipment dis- 
tributor 

Penn Fruit Co. ($35.1) 

Supermarket chain operator (Phila- 
delphia) 

Piaudler Permutit, Inc. ($22.0) 
Glassed steel and alloy corrosion re- 
sistant processing equipment and 
machinery, water-heating equipment 
and chemicals mfr. 

Pittston Co. ($175.5) 

Bituminous coal producer and dis- 
tributor, general trucking, armored 
car and warehousing business, etc. 

Portable Electric Tools, Inc. ($5.6) 
Electric drills, paint sprayers and 
other portable tools mfr, 

Reeves Brothers, Inc. ($38.4) 

Textiles mfr. 


Reichhold Chemicals, Inc. ($51.9) 
Synthetic resins, industrial chemicals 
and inorganic color pigments mfr. 


Republic Supply Co. of California ($13.4) 
Oil field equipment and industrial 
supply items distributor 


J. Ritter Co. (over $1.0)* 
Specialty foods packer 


River States Oil Co. 
(Sub. of Murphy Corp.) ($73.8) 
Crude oil and natural gas producer 


Riverside Plastics Corp. (over $.5)* 
Reinforced aircraft, electronic and 
missile plastic components mfr, 


(To be Concluded) 


_ , Acquired Unit pale 
Description and Assets in Millions 


“Architect & Engineer”’ (n.a.) 


Barada & Page, Inc. (over $1.0)* 
Heavy industrial chemicals distributor 


Gibraltar Corrugated Paper Co. 
(Display Div. of) (n.a.) 
Point-of-purchase material mfr. 


Nelson Metal Products Co. (n.a.) 
inc and aluminum die castings mfr, 


Saratoga Meat Products Co. (n.a.) 
Sausages and meat specialties mfr, 

Dwan’s Home Canning Co. (n.a.) 
Canners 

Mutual Electronic Industries Corp. 

(over $.1)* y : 

Elastic wire and cable and illuminated 
plastic instrument panels mfr. 

Olean Tile Co. (over $1.0)* 
Unglazed ceramic mozaic tile mfr. 

Jacques Wolf & Co. (over $1.0)* 
Chemicals for the textile, paper and 
soap industries mfr. 


mahi ce’ Marine Ways, Inc, 
Shipbuilders 


(over 


William §. Scull Co. (over $1.0)* 
Coffee roaster, tea packer, etc. 


Clarke-Halawa Rock Co. 


n.d. 
heey and sand producer; concrete 
Tr. 


(Hawaii) 


California Dental Supply Co. (n.a.) 
Dental supplies and equipment dis- 
tributor 


Safeway Stores, Inc. 
(Three Philadelphia stores of) (n.a.) 


Ideal Welding Co., Ltd. (Canada) (n.a.) 
Metal fabricator 


Elk gaye Coal & Lumber Co. (over 


Coal miner 


Drake Electric Works, Inc, (overZ$.1)* 
Soldering irons and equipment mfr, 


Morgan-Jones, Inc. 
(Finished goods sportswear fabrics 
sales dept. of) (n. rit i 
Specialty Chemicals, Inc. (n.a.) 
Accelerators for polyesters mfr. 


Gar-Bro Wheel Co. (over $.1)* 
(Div. of Garlinghouse Bros.) 
Pneumatic rubber tired wheels mfr. 


Perry Kilsby, Inc. (n.a.) 
Tubing distributor 
Brooks Foods, Inc. (n.a.) 
Specialty foods packer 
Tenoco Oil Co. (n.a.) 
Gasoline service station chain opera 
tor (Milwaukee, Wisc.) 
Webb Oil Co. (n.a.) 
Gasoline service station chain operas 
tor (Winona, ) 
Bischoff Chemical Corp. (n.a.) 
— of Miles Laboratories, Inc.) 
Resins mfr. 


y 


* Estimated minimum capital from ‘Thomas’ Register of American Manu- ~ 


facturers, 1959” 


1 Purchase price, New York Herald Tribune, March 11, 1959 ; 
2 Annual sales, Moody’s Industrials, March 20, 1959 
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Selected Business Indicators 


Si : 1959 
> April March 
Industrial production 
1 Total Fs 1947-49=100 S$ 
Durables manufacturing 1947-49 = 100 S 
Nondurables manufacturing 1947-49=100 S 
Wholesale prices 
4 All commodities...... 1947-49 = 100 
Farm products...... 1947-49 = 100 
Processed foods 1947-49 = 100 
1947-49 = 100 
«s+-| 1947-49=100 
5 vs 1947-49 = 100 
1947-49 = 100 
1947-49 = 100 
Prices received and paid by farmers 
6 HELICES FOCCEVERM. iar aus sche eS tiahoub (ele. isucsew + dveiate APayete -+-| 1910-14= 100 
Prices paid*s verse qere ine wee cee et aes 1910-14=100 
Parity ratio® 1910-14 = 100 
Employment and unemployment (Census)‘ 
PPotal labor force .le.ch «dee es cicleh s asleep Thousand persons 
7 Civilian labor force... Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment..... valsrs Thousand persons 
Unemployment Thousand persons 
Nonfarm employment (BLS) 
Teccel ae oe ek es Ges or 3 BREED BRA. .+++++-.-| Thousand persons S 751,869 
8 Manufacturing® sya ...| Thousand persons S 716,175 
Nonmanufacturing ....| Thousand persons S 735,694 
Factory production workers in durables ..| Thousand persons S r 7,026 
Factory production workers in nondurables Thousand persons S r 5,278 
Average work week 
9 All manufacturing ‘ Hours : 40.3 
Durables manufacturing Hours 
Nondurables manufacturing Hours 
Average hourly earnings 
1 0 All manufacturing aie leretane Dollars 
Durables manufacturing..... Dollars 
Nondurables manufacturing Dollars 
Average weekly earnings 
11 All manufacturing....... enc F Dollars : 89.87 89.24 82.04 
Durables manufacturing...... Dollars : 797.75 97.10 88.37 
Nondurables manufacturing Dollars ; r 79.00 r 79.00 73.91 
Personal income 
poe Billion dollars S A : 7 373.2 369.5 351.4 
12 Labor income’........... Be cin are he ae Billion dollars S A : r 263.0 259.7 242.0 
ROE er IcOinelae sation crag vsicinle see eee ciated Billion dollars S A : 118.0 117.5 116.1 
Transfer payments Billion dollars S.A : r 26.3 26.1 26.4 
Instalment credit 
14 Extensions : .| Million dollars S a, 3,939 3,749 3,261b 
Repayments Million dollars S$ a, 3,516 3,431 3,390b 
Instalment credit outstanding® Million dollars a. 34,453 33,943 32,8880 
New construction 
ae Million dollars S A 53,520 53,568 54,528 46,548 
17 otal DIVAEC UA Svan ts aeehe eortiors Tee alactevetaate Site Million dollars S A 37,188 37,140 37,272 32,352 
Private nonfarm residential Million dollars S A 21,444 21,636 21,732 16,176 
Business sales and inventories 
1 8 Total inventories® Million dollars S n.a. 87,300 786,400 87,6000 
Total sales........ fas! wa a alee wid ae ae a erea aS Sa .-..-| Million dollars S n.d. 60,500 59,100 52,1006 
Inventory-sales ratio * n.d. 1.44 1.46 1.68) 
Retail trade: Durable goods stores 
Inventories® wale Million dollars S n.d. 11,290 11,120 10,770 
19 Million dollars S n.d. 6,137 y 6,045 5,1636 
* n.d. 1.84 1.84 2.096 
Retail trade: Nondurable goods stores 
Inventories® Million dollars S n.d. 13,140 713,030 13,1606 
20 Million dollars S n.d. 11,816 | 711,869 11,3395 
* n.d. ae 1.10 1.16) 
Durables mfg.: Sales and inventories 
Inventories® Million dollars S$ n.d. 29,159 728,846 29,424b 
21 Million dollars S n.d. 15,123 | 714/376 11,532b 
* n.d. 1.93 2.01 2.556 
Nondurables mfg.: Sales and inventories : 
22 Inventories’. .... 40 Million dollars S n.d. 21,666 721,477 22,0626 
al 


Million dollars S$ n.d. 15,109 714,730 13,4136 
* n.d. 1.43 1.46 1.646 
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Selected Business Indicators (Continued) 


Chartbook 


Pages* Series 


Merchandise exports and imports 
Exports?® 
23 Imports 
Export surplus® 
Federal budget receipts and expenditures 
24 Defense expenditures 
For quarterly data see below 
Money supply and turnover 
Money supply®: 1° 
25 Demand deposits adjusted and currency® 


Deposit turnover: New York City 
Deposit turnover: 337 other centers 


Bank loans, investments and reserves 
Loans! 


26 


Diffusion index 
27 Diffusion indexen oh eles See eee s eee es S afatate ety 
Diffusion index, cumulative 
Industrial production 


Eight sensitive business indicators 
Residential building contract awards 
Commercial, industrial building contract awards.... 


Million dollars 
Million dollars n.a. 


1959 


Mayp April March 


1,552 1,468 


1,221 


1,456 
1,301 


Million dollars n.d. 247 155 


Million dollars 


Billion dollars 
Billion Coe Ss: 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


3,243 3,464 3,440 


239.1 
140.9 

SA 55.7 
+SA 24.7 


240.3 
140.7 
57.3 
r 24.6 


237.6 
140.3 
53.1 
24.2 


87,660 
67,407 
31,664 

—477 


86,659 
68,491 67,931 
31,230 31,170 
t—305 50 


84,382 


4.58 
48.69 


4.50 
44.11 


3.33 


TTS 
S 39.61 


TT 
1947-49 = 100 S ‘152 150 147 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fl. sp. S 


126,489 136,184 


40,430 


129,218 
38,347 


104,618 
27,980 


37,648 
New orders, durables Million dollars S$ Oe 15,582 


715,308 10,8330 


Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Chartbook 


Gross national product 
Total 
Change in business inventories 
Final demand® 


Components of gross national product 
Personal consumption expenditures 
Gross private domestic investment. . 
Net exports of goods and services 
Government purchases of goods and services 


Disposition of personal income 
Personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits!4 
Net before taxes 
Tax liability 
Net profits 
Dividend payments 
Retained earnings 


Business expenditures for plant and equipment 
Total 
Manufacturing 
Nonmanufacturing 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Surplus or deficit 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Department of Agriculture; Bureau of the Census; Securities and Exchange Commis 
sion; Treasury Department; F. W. Dodge Corporation; Standard & Poor’s Corpora- 
ae Dun & Bradstreet; National Bureau of Economic Research; Taz ConrERENCE 

OARD 

1 Excluding farm and food. 2 Including interest, taxes, and farm wage rates. ® Prices 
received divided by prices paid. 4 Series redefined in 1953, and in 1957. § Includes non- 
production workers. ® Excludes personal contributions to social security included in 
components. 7 Includes wages and salaries and “‘other labor income.” 8 End of period, 
Includes grant-aid shipments, % Privately held; includes demand and time 
deposits adjusted to exclude U. S. Government and interbank deposits, and ciereney. 
outside banks. 1 All member banks; Wednesday nearest end of period. !2 Commercial, 


Hours S$ 
1947-49 = 100 


Number S 


Billion dollars S 
Billion dollars S$ 
Billion dollars S$ 


Billion dollars S$ 
Billion dollars S 
Billion dollars S 
Billion dollars S$ 


Billion dollars S 
Billion dollars S$ 
Billion dollars S$ 


Billion dollars S 
Billion dollars S 
Billion dollars S$ 
Billion dollars S 
Billion dollars S$ 


Billion dollars S 
Billion dollars S 
Billion dollars S$ 


Million dollars 
Million dollars 
Million dollars 


19,530 


- 19,568 


—38 


40.7 
87.1 
60.73 
15,701 
1,223 


IV 


13,911 
20,461 


— 6,550 


40.2 
86.0 
60.36 
16,149 
1,136 


1958 


Ill 
Quarter 


39.0 
85.4 
46.10 
11,225 
1,287 


industrial and farm loans of weekly reporting member banks; Wednesday nearest 
end of period. !8 Gross national product less change in business inventories. 4 All data 
are before inventory valuation adjustment. S-seasonally adjusted. A-annual rate. 
a-For the II Quarter of 1959, revised anticipated outlays are: Total, 32.29; Manus 


“eset Be 11.95; and Nonmanufacturing, 20.34; for the III Quarter, they are: To 
anufacturing, 12.82; and Nonmanufacturing, 20.57; b-April, 1958 for mon’ 


$3.39; 


= 


data; IV Quarter 1957 for quarterly data. p-preliminary. r—revised. * End-of-month 
inventory, divided by sales during the month. t Debits divided by deposits. tt Dif- 


fusion index stated as the average duration in months of expansion or contractions 
n.a.—not available. “ Chartbook of Current Business Trends (Sixth Edition), Tam 


ConFERENCcE Boarp, 1959. Copies available to Board Associates on request 
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Titles to Business Knowledge 
from The Baamers Hecotd for first half of 1959 


Agriculture 


Agriculture as a Buyer (June, 278) 
Cost of Farm Programs Mounts (March, 126) 


Demography 


Aspects of Postwar Population Growth (January, 29) 
Household Formation: Increase Ahead (May, 216) 


Mergers 


An Analysis of 1958 Listings (May, 238): 
Mergers and Market Size—1. Product Dimensions (April, 192) 
2. Geographic Dimensions (June, 285) 


Prices 


Two Price Indexes and How They Diverge (April, 198) 
Prices in the First Quarter (May, 219) 
Measuring Intercity Price Differences (April, 176) 


Consumer Spending 


Merchandising with the Weather (March, 144) 
Retail Sales in Rebound (May, 242) 

Weather in Business (February, 90) 

Canadian Spending Patterns (May, 209) 
Spotlight on the Canadian Consumer (January, 11) 


Consumer Buying Plans: Strong But Not Surging (February, 65) 
More Customers This Year (June, 290) 


Medical Care: Changes in Consumer Spending (March, 150) 


Broad Future Business Trends 


Revival in Machine Tool Business? (February, 87) 
Our Future GNP—At a 3% Growth Rate (January, 9) 
Alaska, U.S.A. ... (February, 102) 


Reports on Capital Appropriations of the 1,000 Largest Manufacturing Firms (March, 
109), (June, 261) 
Metalworking Capital Appropriations (January, 36), (April, 161) 


Business Administration 


1959 Sales Problems and Solutions (April, 170) 
Company Relations with Retired Executives (June, 280) 
Company Real Estate Administration Fragmented (January, 46) 


Recovery 


More for All (June, 275) 

Pattern and Scope of Recovery (January, 5) 
Recovery, Growth, and Prices (February, 82) 
The Upturn: A Shift in Gears (May, 205) 


Merry-go-rounds are made for pleasure. Some pleasures, of course, are free, but we 
have to pay to ride on the merry-go-round. The fare, however, is generally not very 
high, which is fortunate for those children who, once on the horse, want to stay on 


and ride more or less forever . . . or would it be more fun to go ride the camel? 


The fares for their rides might be said to come out of their own personal ‘‘discretionary 
' income fund.” For adults, discretionary income is, in a general way, the income they 
have at their disposal after they have provided for their necessary outlays. Out of this 


fund, then, they make postponable types of purchases, and any money they have left 
they can save with no immediate impairment of their living standards. 


This whole area of discretionary income—its measurements, its size, its complementary 
series—are treated at length in the Board’s Technical Paper Number Six. Since its issu- 
ance last year, Discretionary Income has been kept up to date through the publica- 
tion of two cumulative supplements. Supplement 2, released in May of this year, is still 
available to users of the Technical Paper. Copies of the Paper itself, still in limited 


supply, can also be had by Associates requesting them. Additional copies (beyond 
the initial free ones) are priced to Associates at $5 each. 


on (As defined by the Board, discretionary income represents total 
if personal income, less taxes, nonmonetary income, fixed commitments 
ao ‘Ss and essential outlays. 
— me (Related series developed by the Board include measures of dis- 
aaa Zu cretionary spending and available discretionary funds. The figures 
Hi id 2 are also presented in terms of real purchasing power and on a per 
: =S capita basis. 
ond 
we wo (Supplement 2 contains a complete revision of tables 1 through 19, 
mare) bringing the Board's measures of discretionary income, its com- 
wes ree 
Cu oO 


ponents, and related series into accord with the national income ac- 
counts as recently revised by the Department of Commerce) 
= 


